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On the Shifting; and Incidence of Taxation, 



INTRODUCTION. 



The problem of the incidence of taxation is one of 
the most neglected, as it is one of the most compli- 
cated, subjects in economic science. It has indeed 
been discussed by many writers; but its discussion 
in scientific literature, as well as in every-day life, 
has frequently been marked by what Parieu calls the 
"simplicity of ignorance". And yet no topic in pub- 
lic finance is more important. For in every system 
of taxation the cardinal point is its influence on the 
community. Without a correct analysis of its inci- 
dence, no proper opinion can be formed as to its jus- 
tice or its actual effect. It is time for an attempt to be 
made not only to pass in review all the theories hith- 
erto advanced, but to contribute to the solution of 
some of the theoretic problems while paying special 
attention to the practical aspects of the discussion. 

A word first as to the terminology. In the process 
of taxing we must distinguish three conceptions. 
First, a tax is imposed on some person; secondly, it 
may be transferred by him to a second person; thirdly, 
it may be ultimately borne by this second person, or 
transferred to others by whom it is in last instance 
assumed. The person who pays the tax in first in- 
stance may thus not be the one who bears its burden 
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in last instance. This process of the transfer of the 
tax is known as the shifting of the tax, while the 
final burden on the ultimate tax-payer is called the 
incidence of the tax. The incidence of the tax is 
therefore the result of the shifting, and the real eco- 
nomic problem is the study of the shiftings. 

The English language is unfortunately deficient 
in its nomenclature. While incidence conveys to the 
mind the notion of the ultimate result of the shifting, 
we have no word to express the immediate result of 
the original imposition of the tax. "Assessment'' of 
the tax looks upon the process from above downward. 
We have no term to express the process from below 
upward. The French and the Italians have the words 
percussion, percussione to express this idea of the 
primary result of the assessment, and hence logically 
term the shifting of the tax the repercussion 1 of tax- 
ation, the ultimate result of which is the incidence 
(incidence, incidenza). But we in English must con- 
tent ourselves with the awkward term "original inci- 
dence" while "incidence", when used alone, techni- 
cally means the ultimate incidence or the result of 
the intermediate process. But the incidence or the 
result must never be confounded, as is so often the 
case, with the shifting or the process. 

Again, the shifting of the tax must not be con- 
founded with what is known as the evasion or escape 
of the tax. Shifting is the non-payment of the tax 
through the transfer to some one else; evasion is the 
non-payment of the tax without any transfer. A 
tax may be thrown off entirely without being 

'They also use the words translation, traslazione, which are the 
same as our "transference"=shifting. The French also speak of 
taxes being "rejetes"=our "thrown off" or "shifted". 
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shifted to anyone. Evasion may be either legiti- 
mate or illegitimate, conscious or unconscious. For 
instance, through smuggling we have an illegitimate 
evasion, but no shifting, of the tax. On the other 
hand, when a new tax is a partial cause of improved 
processes of production, as e. g. the beet-sugar tax in 
Europe, or the whisky tax in America at one time, 
the producer evades the tax to a certain extent, but 
does not shift it. This is the case of a legitimate eva- 
sion. Finally, when the process of capitalization of 
incidence takes place — a process that will be fully ex- 
plained later, but whose main features may be said to 
consist in the fact that the purchaser of a taxable 
object under certain circumstances discounts the tax 
which he will have to pay in the diminution of the 
purchase price — ,there is practically an evasion of 
taxation, but no shifting. In this case the evasion is 
unconscious; in both the preceding cases the evasion 
was the result of a conscious effort. The distinction 
between evasion and shifting has puzzled many 
writers. We shall have occasion to revert to it 
constantly. 

The Germans have devised a very elaborate nomen- 
clature to distinguish the various kinds of shifting, 
as e. g. whether a tax is shifted forwards from the 
producer on to the consumer, or back from the con- 
sumer to the producer, or further on from one con- 
sumer to another. ! But this nomenclature is utterly 
impossible in English, and is moreover of not much 
importance, especially as scarcely any two writers 
use the terms in precisely the same way, and as the 

: The German terms are Abioalzung , Fortwdlzung, Buckwalzung , 
Weiierwalzung, and tbe general term Ueberwalzung. Their Abwiilzung 
is nothing but our "evasion"; and not a form of shifting at all. 
Some few writers, however, likeRoscher, use "Abwiilzung" to denote 
shifting in general. There is no unanimity in the usage. 
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would-be fine distinctions have only served to bring 
about a confusion between evasion and shifting. 

Finally, we must not confound the incidence of 
taxation with the effect of taxation. A tax may 
have a great many effects. It may diminish indus- 
try and impoverish individuals; it may in some cases 
stimulate production and enrich individuals; it may 
be an unmitigated curse to society; it may be a nec- 
essary evil; it may be an unqualified boon to the 
community regarded as a whole. With none of these 
problems does the study of incidence busy itself. All 
that we have to investigate is: On whom does the tax 
ultimately fall? When we once know this we can 
then proceed to the further discussion of the effects 
produced on the various classes or individuals by the 
pressure of taxation. The problem of incidence con- 
cerns itself simply with the one question of fact,— 
who really pays the tax? It does not pretend to 
unravel the final consequences of taxation. The 
shifting is the process; the incidence is the result; 
the changes in the distribution of wealth are the 
effect. 

The discussion of incidence thus depends entirely 
on the investigation of the shiftings of taxation. The 
real problem before us is to ascertain the condition 
according to which a tax is shifted onwards, back- 
wards or not at all. Only when we understand why 
and how a tax is shifted, can we discover its actual 
incidence. 

In the following pages an attempt will be made to 
attack the problem first by giving a detailed history 
of the doctrine, secondly by taking up the chief sepa- 
rate taxes one by one, and finally by drawing the 
general conclusions applicable to the science of pub- 
lic finance. 



CHAPTER I. 

THE HISTORY OP THE DOCTRINE OP INCIDENCE. 

Although it is not always possible to draw the line 

sharply between various schools of writers, we may, 

nevertheless, assert that there have been no less than 

ten different theories of the incidence of taxation. 1 

These are what may be called: 

I. — The Early theories. 

II. — The Physiocratic theory. 

III. — The Absolute theory. 

IV. — The Diffusion or Optimistic theory. 

V. — The Pessimistic theory. 

VI. — The Capitalization or Amortization theory. 

VII.— The Eclectic theory. 

VIII. — The Agnostic theory. 

IX. — The Socialistic theory. 

X. — The Quantitative or Mathematical theory. 

'The only works which contain a history of the theory of inci- 
dence are the German works of J. Kaizl, "Die Lehre von der Ueber- 
walzung der Steuern", 1882, and G. v. Falck, "Kritische Riickblicke 
auf die Entwickelung der Lehre von der Steueriiberwalzung seit 
Adam Smith", 1882. Both these works are very inadequate, although 
Kaizl's is by all means the better. AVhole classes of authors are 
omitted, among them some of the most important. Both works are 
chronological and make almost no attempt to analyze the theoiies 
according to schools. Falck's book is richer in the account of the 
earlier German writers. Kaizl is better acquainted with several of 
the French writers, but omits some of the most noteworthy. Both 
writers almost entirely neglect the English authors except Smith, 
Eicardo and Mill, and utterly ignore the Italian, Spanish and Ame- 
rican writers on the topic. Falck is almost without any positive 
constructive ideas at all, while Kaizl is such a slavish adherent of 
one or two German predecessors that his own constructive work is 
very insignificant. But both books are nevertheless to be recom- 
mended as the most valuable that we possess on the history of the 
doctrine. 
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I. — The Early Theories. 

The English writers on public finance during the 
seventeenth and eighteenth centuries prior to Adam 
Smith, may be divided into four classes, in so far as 
the practical inferences from the doctrine of incidence 
of taxation are concerned: 

A.- — Those who favor a general excise. 
B. — Those who favor a single tax on houses. 
C. — Those who favor a single tax on land. 
D. — Those who favor a more eclectic system. 

A. — Those who favor a general excise. 

The project of a general tax on consumption was a 
favorite one with many of the early writers. It 
gradually met with both adherents and opponents until 
under Walpole it became the subject of a fierce con- 
troversy. We are here concerned not so much with 
the project itself as with the theory of incidence on 
which it was based. 1 

The earliest writers to propose a system of excises 
did so because they thought that an excise would 
simply be shifted to the consumers and remain on 
them. Since their ideal was a tax on expense, the 
ideal would be best attained by a general excise. 
The first writer to posit expenditure as the basis of 

'Those who care to go into the literary history of the controversy 
are referred to the excellent monographs of Leser, "Ein Accisestreit 
in England, Heidelberg", 1S79; and of Eicca-Salerno, "Le dottrine 
finanziarie in Inghilterra tra la fine del secolo XVII e la. prima 
meta del XVIII", Bologna, 1888. In addition to the pamphlets there 
discussed, a list of other contemporary pamphlets may be found in 
the bibliography printed by Sinclair "History of the Public Revenue 
of the British Empire", 3rd ed. 1804, Vol. Ill, app. 94-136. 
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taxation was Hobbes. 1 And the general idea is well 
expressed in the statement of Cradock, that "the 
Generall Excise (so much decryed and Petitioned 
against) in its proper Constitution, is the most equit- 
able of Impositions, no man being charged with it, 
but he who sells for profit, to the consumption of the 
Commodity, who in truth pays it insensibly without 
Complaint." 2 

Other writers, however, took a little different view 
of the incidence of such taxes. And among them 
perhaps the first economist to treat the question 
was the famous advocate of the Mercantile theories, 
Thomas Mun. 

Mun discusses the tax systems of Italy and Hol- 
land, and finds their essence to consist in "customs 
on wares transported, customs upon every alienation 
or sale of live Cattel, Lands, Houses and the portion 
or marriage money of women, licence money upon all 
Victualling houses and Innkeepers, head money, 
Custom upon all the Corn, Wine, Oyl, Salt and the 
like, which grow and are consumed in their own 
dominions." Now these all seem to be "a rabble of 
oppressions to make the people poor and miserable." 3 
But Mun declares this to be a mistake. For in propor- 
tion as the necessaries of life increase in price, the 
rate of wages must also rise. In the long run, there- 
fore, the taxes on the poor will be shifted to the 

JHobbes, "The Leviathan", chap. 30, part 2, p. 1S1 of the 1651 
edition. (Reprint of 1881, p. 270). 

2 Francis Cradock, "An Expedient for Regulating the Customes and 
Excise, Approved by Divers well affected Marchants and others of 
the City of London", 1659, page 1. 

3 Thomas Mun, "England's Treasure by Forraign Trade, or the Bal- 
lance of our Forraign Trade is the Rule of our Treasure", 1664, Chap, 
xvi : "How the revenues and incomes of princes may justly be 
raised". 
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employers and the rich. 1 And this is a good thing 
because the rich will thus be "forced to abate their 
sinful excess and idle retainers." 2 Mini's idea, it is 
plain, is that taxes on consumption are to be com- 
mended because they will be shifted to the employing 
producer. 

A far fuller theory of incidence is found in the first 
English book devoted entirely to taxation, a work 
written by Sir William Petty. Petty first discusses 
the procuring of revenue from land, which he says 
can be done in two ways: either by " setting apart a 
proportion of the whole Territory for Publick Uses", 
or by "an excision of the land by way of assessment 
or land taxe." Such a land tax, where an "aliquot 
part of every Landlord's Rent were excinded or 
retrenched" is good in a new country, where a cer- 
tain quit-rent is reserved beforehand, because it will 
be borne partly by the landlord but partly by the 
consumers. For "it is not only the Landlord pays 
but every man who eats but an Egg, or an Onion of 
the growth of his Lands ; or who useth the help of 
any Artisan, which feedeth on the same." 3 In old 
countries like England, where rents are fixed for a 
long time, such a tax would be unjust because it 
would benefit only the landlords who renew their 
rents. These gain doubly, "one way by the raising 

1 "Neither are these heavy Contributions so hurtful to the happi- 
ness of the people, as they are commonly esteemed : for as the food 
and rayment of the poor is made dear by Excise, so doth the price 
of their labour rise in proportion; whereby the burden (if any be) 
is still upon the rich, who are either idle, or at least work not in 
this kind, yet have they the use and are the great consumers of the 
poors labour". Ibid. p. 15-1. 

'Ibid. p. 155. 

3 Petty, "A Discourse of Taxes and Contributions", 1677, Chap, iv 
I quote from the edition of 1691, page 20. 
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of their Revenues, and the other by enhansing the 
prices of provisions upon them." For the tax "doth 
ultimately light upon the consumptioners,' ' or as he 
again puts it a "Land-tax resolves into an irregular 
Excize upon Consumptions, that those bear it most, 
who least complain." 1 

Petty also discusses the house tax or "an Exci- 
sium out of the Rent of Housing." He deems the 
influence of this much more uncertain than that of 
land, "'for an house is of double nature, viz.: one, 
wherein it is a way and means of expence: the other, 

as 'tis an Instrument and Tool of gain 

Now the way of a Land-tax rates housing, as of the 
latter nature, but the Excize as of the former." 2 
From which it may be inferred that Petty thinks a 
house-tax will be shifted to the consumer or occupier, 
and will be shifted further on to other consumers 
when the occupier is himself a producer. 

In regard to "customs," both "outwards" and 
"inwards", Petty assumes that they will be shifted 
to the consumers, and concerns himself only with 
stating the principles on which they should be levied. 8 
Poll-money, he thinks, cannot be shifted: and he 
opposes the tax because it is very unequal. 4 He 
concludes that a general excize on consumptions is 
the best of all taxes, assuming that it cannot be 
shifted any further. For land and house taxes are 
only partially shifted. This is not the place to discuss 

1 Iiid. page 21. 

2 Ibid, page 21. 

*Ibid. pp. '34-40. 

4 Petty grows very indignant over the English system: " so as by 
this confusion, arbitraries, irregularities and hotch pot of qualifica- 
tions, no estimate could be made of the fitness of the plaister to the 
sore". Ibid. p. 41. 
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Petty's many reasons for favoring a tax on expense. 1 
For our purposes it is sufficient to state that, starting- 
out from the principle that a tax on expenditure is 
the ideal tax, he favors the general excise as attain- 
ing this result most speedily and most certainly. 

The views of Petty gradually diffused themselves 
throughout the community until the English system 
of taxation became largely one of indirect taxes upon 
consumption. Mini's theory, that in so far as taxes 
on consumption were taxes on the necessaries of life 
of the laborers they would be shifted to the employers, 
was now abandoned, and the excise was upheld just 
because it fell upon the consumer. It was now im- 
agined that taxes on the necessaries of life would 
form the greatest stimulus to an improvement in the 
conditions of labor, in sobriety and care and effi- 
ciency. A tax on labor would thus be a real spur to 
industry and commerce. This idea is found in many 
writers and was most strongly expressed later on in 
an essay by Temple, who maintains that "the only 
way to make the poor temperate and industrious, is 
to lay them under a necessity of laboring all the time 
they can spare from meals and sleep, in order to pro- 
cure the common necessaries of life." 2 

B. — Those who favor a single tax on houses. 

The views of Petty and his school on the incidence 
of the excise met with considerable opposition on the 

1 They may be found in Chap, xv, pp. 68-72. 

2 [William Temple.] "A Vindication of Commerce and the Arts". 
By I. B. 175S. In Lord Overstone's "Select Collection of Scarce 

and Valuable Tracts on Commerce", (1859) p. 534 

McCulloch in his "Literature of Political Economy," 332, quotes an 
anonymous pamphlet especially devoted to this subject: "Consid- 
erations on Taxes, as they are supposed to affect the price of Labour 
in our Manufactures", etc., 1765. See esp. pp. 29-31. 
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part of those who, without knowing it, again reverted 
in some degree to the theory of Mun. The opponents 
of the general excise now denied that the tax would 
prove a spur to industry. They maintained, on the 
contrary, that the tax would be shifted from the pro- 
ducing consumer to the producing employer and that 
a general excise would hence be a serious drag on all 
production and industry; and they therefore proposed, 
instead of a general excise, a single tax on houses. 
The chief advocate of this theory was Sir Matthew 
Decker. 

Decker, it is true, also calls his scheme one for a 
"general excise", but goes on to explain that he 
means only a "single excise duty upon houses". 1 He 
discusses its benefits at great length and finds its 
chief merits to lie in the fact that "it would prevent 
all Manner of Running and hinder the Ruin of many 
Thousands of poor unhappy Creatures, which have 
been or are still employed in the Smuggling Trade"; 
that "it would set the Merchant and Shopkeeper free 
from a multitude of false and vexatious or frivolous 
Informations, which may now be lodged against 
them". But above all he advocates the plan because 
it would enable " the Merchant as well as the Shop and 
Warehouse keeper to trade with half the stock and 
make his Profit the same or rather increase it." 2 

Everywhere we find the emphasis put on the inter- 
ests of production and trade because of the opinion 

1 "Serious Considerations on the several High Duties which the 
Nation in general (as well as its Trade in particular) labours under: 
with a Proposal for preventing the Running of Goods, discharging 
the Trader from any search, and raising all the Publick Supplies by 
one Single Tax. By a Well-Wisher to the Good People of Great 
Britain". [Sir Matthew Decker.! London, 1743, p. 15. 

"-Ibid. p. 24. 
2 
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part that in the long run the incidence of the existing 
taxes is upon them. In fact Decker wishes to have 
the houses "of the lowest and poorest Sort of People" 
exempt from the tax on the express ground that 
"thereby their labour might become so much the 
cheaper." 1 And Decker closes his exposition with the 
hope that it may be said of England, as formerly of 
Tyre, "that their Merchants are Princes and their 
Traffickers the Honourable of the Earth". 2 

Decker's project was greeted by a number of wri- 
ters, but soon met with determined opponents of 
whom the most prominent was Massie. Massie speci- 
fied all manner of objections to the scheme, into which 
it is not necessary to enter here. In so far as the 
doctrine of incidence is concerned, he simply reverted 
to the old theory that "the taxes of this kingdom are 
so wisely laid as to encourage Industry, and good 
Husbandry, by discouraging their Opposites." 

C. — Those who favor a single tax on land. 

The theory that all taxes are finally shifted to the 
land-owner is commonly ascribed to the French 
Physiocrats. Yet the same theory was expounded 
in England long before the Physiocrats, although 
only in part for the same reasons. The first 
inkling of the doctrine is found in a writer 
of a celebrated seventeenth century tract, who 

Hbkl. p. 16. 

-Ibid. p. 32. 

3 "The Proposal commonly called Sir Mathew Decker's scheme for 
one general tax upon Houses laid open and shewed to be a deep 
concerted Project to traduce the Wisdom of the Legislature; dis- 
quiet the Minds of the people: and ruin the Trade and Manufac- 
turies of Great Britain". [By Joseph Massie.] London, 1757, esp. 
p. 68. 
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contends that the landowners "bear all the 
Taxes and publick burthens: which in truth are onely 
born by those who bu} r and sell not: all sellers raising 
the price of their commodities, or abating of their 
goodness, according to their taxes". 1 

This theory of incidence was, however, worked out 
much more fully by John Locke. 

Locke lays down his general thesis in the words: 
"Taxes however contrived, and out of whose hands 
soever immediately taken, do, in a country, where the 
great fund is in land, for the most part terminate upon 
land". 2 To prove this Locke first attempts to show 
that a tax levied on the landowner cannot be shifted. 
If the "country gentleman" actually pays the tax 
out of his pocket he certainly feels its burden. But 
"this influences not at all the yearly rent of the land, 
which the rackrenter or under tenant pays: it being 
the same thing to him, whether he pays all the rent 
to the king or to the landlord." For the "tenant's 
bargain and profit are the same, whether the land be 
charged, or not charged, with an annuity payable to 
another man". The landowner, in other words, 
cannot shift a land tax. 

But how is it if taxes are levied not on land but on 
commodities? A tax on commodities, says Locke, 
must raise the price of the commodities to the con- 
sumer. "Let us see now who, at long run, must pay 

'"Reasons for a Limited Exportation of Wooll", 1677, p. 5. The 
author also states that the landowners "are Masters and Proprieta- 
ries of the foundation of all the wealth in this Nation, all profit 
arising out of the Ground, which is theirs". Therefore it is much 
more to the interest of the nation to "preserve the Nobility and 
the Gentry, than a few Artificers or the Merchants". 

2 John Locke, " Some considerations of the Consequence of low- 
ering the Interest, and raising the Value of Money", 1691. In 
"Collected Works", 12th edition, 1824, Vol. IV, p. 55. 
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this and where it will light". The merchant and 
broker will not pay it, for "if he pays more for com- 
modities than he did, he will sell them at a price pro- 
portionably raised". On the other hand the "poor 
labourer and handicraftsman cannot pay the tax, for 
he just lives from hand to mouth already". The con- 
sequence of a tax on the laborer will be either that 
"his wages must rise with the price of things to 
make him live; or else not being able to maintain 
himself and family by his labour, he comes to the 
parish; and then the land bears the burthen a heavier 
way". But if the laborer's wages rise, the farmer 
must pay more for wages as he does for other things, 
"whilst he sells his corn and wool, either at the same 
rate or lower, at the market (since the tax laid 
upon it makes people less forward to buy.) .... So 
the yearly value of the land is brought down. And 
who then pays the tax at the year's end but the 
landlord"? 1 

A tax on commodities imported will always be 
shifted from the merchant to the consumer, and in 
fact the importer will generally expect a profit and 
"raise his price above what his taxes comes to". 
For "you must not think that the raising their price 
will lessen the vent of fashionable, foreign commodi- 
ties amongst you". But with the produce of the land 
it is different. "Your landholder being forced to 
bring his commodities to market, such as his land 
and industry afford him, common and known things, 
he must sell them there at such price as he can get". 
When a tax on land is laid on these "homebred com- 
modities", which are seldom "the favorites of your 
people", every one will make as sparing a use of them 
as possible, prices will fall and rents will decrease. 

UMcl. p. 58. 
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Hence Locke concludes in the famous passage: "It 
is in vain, in a country whose great fund is land, to 
hope to lay the public charge of the government on 
anything else; there at last it will terminate. The 
merchant (do what you can) will not bear it, the 
labourer cannot, and therefore the landowner must; 
and whether it were best to do it, by laying it directly 
where it will at last settle, or by letting it come to 
him by the sinking of his rents, which when they 
are once fallen, every one knows are not easily raised 
again, let him consider". 1 

Locke's theory was accepted by the renowned finan- 
cier Davenant, who maintained that "all taxes what- 
soever are in their last resort a charge upon land". 2 
So also Asgill 3 and Cantillon 4 were worthj r forerun- 
ners of the Physiocrats in so far as they asserted that 
land was the real foundation of all wealth, and thus 
ultimately bore the weight of all taxes. But after 
Locke the theory was most fully explained by Van- 
derlint. 

1 Ibid. p. 60. 

2 Davenant, "An essay upon Ways and Means", 1695. In "Collected 
Works", edited by Whitworth, p. 77. 

3 Asgill, "Several Assertions Proved in order to Create another 
Species of Money than Gold or Silver", 1696, esp. p. 20: ''Man deals 
in nothing but earth; the merchants are the factors of the world to 
exchange one parte of the earth for another. The king himself is 
fed by the labour of the ox and the cloathing of the army and the 
victualing of the navy, must all be paid for to the owner of the soil 
as the ultimate receiver, and whatever the ultimate receiver will 
demand or accept must be a rule for the intermediate receivers to 
govern themselves by". 

4 Cantillon, "Essai sur la Nature du Commerce en General", 1755. 
(Translation of the English work written before 1734 but not pub- 
lished.) See esp. Chap, xii: "Tous les Ordres et tous les Hommes 
d'un Etat subsistent ou s'enrichissent aux depens des Proprietaires 
des Terres". 
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Vanderlint maintains that if all the then existing 
taxes were suddenly repealed, prices of commodities 
would either remain the same or change. If they 
remained the same, supposing that there had been no 
change in the quantity of the money supply, the cost 
of production would decrease because of the aboli- 
tion of the tax on producers. The difference between 
cost and price, however, is rent. Hence the only 
result would be to increase the rent of the landowner. 
On the other hand if prices were to fall, low prices 
would cause an expansion of the demand. But since 
all commodities in last resort come from the land, 
increased demand means increased rent. Thus from 
either point of view remission of taxes enures to the 
welfare of the landlord. Or, in other words, the 
incidence of all taxes is on the land. Hence Vander- 
lint proposes a single tax on land, as far cheaper and 
better than the existing complicated and inconvenient 
system of taxes, which after all in last resort fall on 
the land. 1 

D. — Those ivho favor a more eclectic system. 

The single tax idea soon met with considerable 
opposition. The anonymous author of a widely read 
monograph maintains that "Mr. Locke's position, 
taken in its full extent and without any limitations 
is greatly controvertible," and "that the maxim seems 

■■Jacob Vanderlint, "Money answers all Things: or an Essay to 
make Money sufficiently Plentiful amongst all Banks of the People 
and Increase our Foreign and Domestic trade, etc." 1734. — Asgill and 
Vanderlint were first quoted by Dugald Stewart in his appendix to 
the Life of Adam Smith, and in his Lectures on Political Economy 
delivered in 1800-1809, but first published in 1877, Vol. II, 239 
Kautz, "DiegeschichtlicheEntwicklungderNational-okonomikund 
ihrer Literatur" 1860, 320-322 also refers to them. 
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to go farther than reason and experience will war- 
rant." 1 He does not object to the statement that a 
tax laid upon farmers' produce "makes people less 
forward to buy"; but he does not see "why that 
reason should not have the same operation upon 
other commodities." The demand for commodities, 
he thinks, depends "on the quantity of money sub- 
sisting in the market"; and if this quantity is 
unchanged, an increased tax on the general trader 
must diminish mercantile profits. 2 The same argu- 
ment which goes to prove that a land tax cannot be 
shifted also proves that a tax on traders' profits can 
not be shifted. But our author makes one notable 
exception, and maintains that it is useless to try to 
tax "moneyed men" on their 2)ersonal property. For 
taxes on mortgages or on the public funds would be 
shifted to the mortgageor or the public respectively 
through a corresponding increase in the rate of 
interest. 3 Finally he objects to any further increase 
in the excise taxes "for one thing is certain, that no 
good can be produced by taxes upon commodities. 
They may starve the industrious, but they never will 
induce the idle and extravagant to labour and to 

^'Considerations upon a Eeduction of the Land Tax", 1749, pp. 15- 
19. I have never seen this work referred to by an}' modern writer. 

2 "And if additional taxes be laid, while the money, with which 
commodities are to be purchased, remains unincreased, the trader 
must be contented with smaller gains, or not trade at all. And the 
first part of the alternative will always be the case where the profits 
of a flourishing trade may well support some diminution". Ibid. 
p. 14. 

3 " Were mortgages or the funds to be taxed, matters would not be 
mended. For, as taxes, wherever placed, can have no tendency to 
lower the interest of money; they, who buy into the funds, would 
buy so much cheaper as the tax would amount to, and the lender 
upon mortgages insist upon a higher rate of interest". Ibid. p. 25. 
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save for the benefit of the landlord". 1 And, therefore, 
while not an advocate of any single tax on land, the 
author objects to any decrease in the land tax which 
would involve a further increase in the taxes on 
trade and commodities. 

The general doubt as to the value of Locke's theory 
is seen in a number of other wox-ks. Postlethwayt, 
one of the prominent writers, refers to the opposition 
although he does not attempt to give his reasons. 2 
But the most famous opponents were the two chief 
economists of the third quarter of the eighteenth 
century, Hume and Steuart. 

Hume passes over the theory of incidence with a 
very few words. He discusses Locke's doctrine, and 
opposes it strongly on the ground that while every 
one tries to shift a tax to some one else, no one set of 
men can ever entirely succeed. 3 Hume's theory, in 
short, results simply in the very vague conclusion 
that not every one is able to shift all taxes. 

The fullest discussion of the incidence of taxation 
before Adam Smith is to be found in the works of 
Sir James Steuart. Steuart divides all taxes into 
three kinds, proportional, cumulative and personal. 
Proportional taxes are those which fall upon expense 

'■Ibid. p. 17. 

'Malachy Postlethwayt, "Great Britain's True System, etc.," 
1757, p. 306: "If Mr. Locke's observation that all taxes in general 
ultimately terminating upon landed (sic), should be exceptionable, 
as some think it, yet", etc., etc. 

3 "Every man, to be sure, is desirous of pushing off from himself 
the burthen of any tax which is impos'd, and laying it upon others. 
But as every man has the same inclination, and is upon the defen- 
sive, no set of men can be suppos'd to prevail altogether in this 
contest. And why the landed gentlemen shou'd be the victim of 
the whole, and shou'd not be able to defend himself, as well as 
others are, I cannot readily imagine." Hume, "Political Dis- 
courses." Discourse viii, Of Taxes, page 121 of the ed. of 1752. 
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(what we would call indirect taxes); cumulative or 
arbitrary taxes are those which affect property ; and 
personal taxes are those which consist in personal 
service. Proportional taxes are always "drawn back" 
(i. e. shifted) by the industrious consumer. That is, 
Steuart thinks that in so far as a consumer purchases 
anything else he is an industrious consumer, except 
in so far as the "consumption made by the latter is 
an article of superfluity". In other words, taxes on 
the necessaries of life are shifted from wage-earner 
to the employer because the wage- earner is a "physi- 
cal necessarian" who accumulates no profits. 1 But if 
he spends his money on taxable articles which other 
members of his class do not use, he cannot shift the 
tax. "A tanner sells his leather to a shoemaker; the 
shoemaker, in paying the tanner for his leather, pays 
the tanner's subsistence and profit, and the tax upon 
leather. A man who buys shoes of the shoemaker 
refunds all this to the shoemaker together with his 
subsistence, profit and the tax upon the shoes; conse- 
quently the price of shoes are (sic) raised, only by 
refunding the taxes paid by the industrious. But if 
the shoemaker's subsistence should happen to include 
either tavern expenses or his consumption on idle 
days, he will not draw these back: because other 
shoemakers who do not frequent the tavern and Avho 
are not idle will undersell him' ' . All proportional taxes 
therefore in last resort fall upon "the rich and idle 
consumer of the manufacture, who can draw nothing 
back from anybody. The whole reimbursement of 
all former payments and repayments comes upon 
him". Hence Steuart concludes that it is absurd to 

1 Steuart, "An Inquiry into the Principles of Political Economy," 
1767, Book V., Chap. iii. In Collected, Ed. of 1805, IV, 185. 
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say that all taxes ultimately fall upon land, or upon 
trade. "Proportional taxes never can fall either upon, 
or affect any person but the idle, that is to say the 
non-industrious consumer." 1 

With regard to what he calls cumulative taxes 
Steuart lays down the general rule that "the nature 
of all these taxes is to affect the possessions, income 
and profits of every individual, without putting it in 
their power to draw them back in any way whatever; 
consequently such taxes tend very little towards 
enhancing the price of commodities.'* 5 Such taxes 
ought therefore generally to be dispensed with. 
Taxes on land, he thinks, do not augment the price 
of wheat as they raise the price of excisable goods, 
because if the proprietor were to attempt to raise the 
price of his grain in propoi'tion to the tax, his farmer 
who paj T s no land tax would undersell him. 3 All 
attempts to levy a tax on money, however, will be 
unsuccessful, while a tax on trade profits, although it 
would tend to rest on profits, is not to be recommended, 
because, ' ' although they appear to be income, I 
rather consider them as stock, which ought not to be 
taxed". 4 Steuart's final conclusion is expressed in 
these words: "I conclude that no objection can lie 
against proportional taxes so far as they affect the 
industrious, because they draw them completely 
back: and that great objections lie against cumula- 
tive taxes, when they affect the industrious, because 
they cannot draw them back at all: and consequently 
they may affect the physical-necessary of the con- 
tributor, in case no profit should remain to him upon 

1 Ibid. p. 189; Cf. p. 209. 
'Ibid, p. 191. 
3 Ibid. p. 265. 
Hbid. p. 250. 
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his labor. On the other hand I think little objection 
can be made to cumulative taxes, when they are 
imposed upon possessions, which produce a visible 
annual revenue clear to the proprietors." 1 

It is clear, therefore, that by the third quarter of 
the eighteenth century the economists, although dif- 
fering among themselves were united in opposing 
Locke's theory of the shifting of all taxes to land. 
It is no wonder that Dugald Stewart wrote a few 
decades later, in reference to the single tax idea: "I 
shall only remark that the first idea of it was bor- 
rowed from this country, where it has been repeatedly 
suggested by authors of reputation, although it had 
been almost forgotten as an exploded chimera, when 
it was revived by the Economists of France.' 2 



II. The Physiocratic Theory. 

The Physiocratic theory of incidence was outlined 
by the founder of the sect, Quesnay; it was developed 
in 1760 by Mirabeau in his Theorie de V Impdtj it was 
discussed from all sides by Mercier de la Riviere in 
1767; and it was finally completed by various works 
of Turgot, above all in his memoir written for Ben- 
jamin Franklin to prevent the adoption of any but 
the single tax by the nascent government of the 
United States. The theory may be summed up as 
follows: 

Agriculture is the sole source of wealth. It is the 
only productive employment because it alone fur- 
nishes a produit net or surplus above the necessary 

Ubid. p. 221. 

2 Dugald Stewart. "Lectures on Political Economy, Now First 
Published", 1877, II, 238. 
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expenses of production. All other occupations are 
utterly unproductive or "sterile." Industry and 
commerce may be useful and even necessary to a 
community, but they are economically unproductive 
because they do not create new wealth, but simply 
transform existing wealth. They may increase 
values, but the increase of value must be exactly 
equivalent to the labor expended; and the value of 
this labor again is in last resort dependent on the 
value of the food or objects furnished by the agricul- 
tural class. Since, therefore, the "net product" of 
agriculture is the sole fund or source of wealth, all 
taxes, however levied, must ultimately be paid from 
this fund. And therefore it is much better to assess 
this fund directly by a land tax, than to assess it 
indirectly by any other tax, for in this way you save 
expense and trouble. But whether you levy direct or 
so-called indirect taxes, the incidence is always on 
the land. 1 

'The chief passages are Quesnay, "Maximes G^nerales du Gouv- 
ernement," V: "Quel'imp6tsoit6tabliimrnediatementsurleproduit 
net des biens fonds"; Second Problenae economique: "Du quelque 
facjn qu'on s'arrange, les proprietaires de la terre payent inevita- 
blement la totality de l'imposition indirecte" (Daire's edition of 
the Physiocrats, pp. 83, 134); Mirabeau, "Theorie de l'Imp6t," 150: 
"L'impot doit etre (Stabli immediatement sur la reproduction annu- 
elle"; Mercier de la Riviere, "L'Ordre Naturel des Societes Politi- 
ques," Chap. IV: "La forme essentielle de l'impot consiste a prendre 
directement l'impot oil il est et a ne pas vouloir le prendre oil il 
n'est pas . . . Les fonds qui appartiennent a l'impot ne peuvent 
se trouver que dans les mains des proprietaires foncieres. L'impot 
doit i^tre pris sur les produits nets des terres, et demande par conse- 
quent a ceux qui sont possesseurs de ces produits . . . Changer 
cette forme directe de Petablissement de l'impdt pour lui donner 
une forme indirecte, c'est renverser un ordre naturel. . . . Le 
nom impot indirect annonce qu'il n'est point supporte par ceux sur 
lesquels il semble etre directement etabli; lors m£me qu'il parait 
totalement etranger aux proprietaires fonciers, il retombe sur eux, 
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An eminent French writer, M. Leroy-Beaulieu, has 
fallen into a curious error. The Physiocrats, accord- 
ing to him, held that even if the single tax were 
imposed the landowners would lose nothing because 
their products would rise in price, and thus reimburse 
the proprietors for their outlay. 1 This is absolutely 
erroneous. The cardinal doctrine of the Physiocrats 
was that all taxes fell ultimately on the landowners, 
and on them alone. It was just because they sup- 
posed the tax could not be shifted that they advo- 
cated the single tax. 2 



III. — The Absolute Theory. 

A celebrated group of writers on incidence of taxa- 
tion hold to what we may call the absolute theory of 
incidence. Foremost among these is Ricardo. 
Ricardo's Principles of Taxation consists almost ex- 
clusively of an investigation into the question of inci- 
dence. It discloses here the same merits and the same 
defects which are so characteristic of all his work. 
On the one hand profound and acute analysis, with a 

et a grands frais, (Daire's ed. pp. 474, 476, 480); Turgot, "Memoire" 
[written for Franklin] "Aucune forme ne peut empecher le poids 
de l'imp6t de retomber en totalite sur les proprietaires des terres". 
"Oeuvres" (Daire's ed.) I, 412. 

'Leroy-Beaulieu, "Science des Finances," 3rd ed., I (1S83), 199. 

2 "Tout impot est paye par le produit des terres, tout ce que l'impdt 
prend sur ce produit, apr£s le partage fait par le souverain, forme 
un double emploi; tout double emploi retombe sur les proprietaires 
fonciers". Mercierde la Riviere, "L'OrdreNaturelle," etc. Chap. vii. 
(p. 504 of Daire's edition.) Of. Turgot, "Explications sur l'effet de 
l'impot indirect": "Tous les imp6ts sous quelque forme qu'ils soient 
percus retombent necessairement a la charge des proprietaires des 
biens fonds, et sont toujours en derniere analyse payes par eux 
seuls, ou directement, ou indirectement. "Oeuvres" (Daire's ed.) I, 
416. 
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marvellous power of isolating the phenomena and 
treating them as unaffected by disturbing causes: on 
the other hand the implication that the hypothetical 
case is a real case, the inference that the formulae 
deduced with mathematical accuracy and logical 
rigor from the assumed premises represent the actual 
economic facts ; — this constitutes at once the strength 
and the weakness of the Ricardian theories. In 
order, however, to understand Ricardo, it will be 
necessary to say a word about Adam Smith. 

Adam Smith bases his investigation on the division 
of all revenue into rent, profits and wages. All taxes 
on land, whether proportional to the rent or to the 
produce, are declared to be in reality taxes on rent. 
And although they may be originally advanced by 
the tenant, they are always finally paid by the land- 
lord. A tax on land rent always falls on the owner, 
for the "farmer computes, as well as he can, what 
the value of the [tax] is, one year with another, likely 
to amount to, and he makes a proportionable abate- 
ment in the rent which he agrees to pay to the land- 
lord." The farmer must have his reasonable profit 
as well as every other dealer. Hence "the more he 
is obliged to pay in the way of tax, the less he can 
afford to pay in the way of rent.' -1 The case of a tax 
on house-rent is slightly different, because house rent 
is really distinguishable into two separate ingredients, 
building rent and ground rent. The tax on ground 
rent, like that on the rent of land, will inevitably fall 
on the owner, because "the more the inhabitant was 
obliged to pay for the tax, the less he would incline 
to pay for the ground.'' 2 But that part of the rent 

^'Wealth of Nations." Book Y, Chap. ii. Rogers' ed. II, 417, 428. 
■'■Ibid. II, 437, 450. 
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which represents the building rent is simply the pro- 
fits of the capital expended in building the house. 
And this part will necessarily fall on the occupier 
because unless the builder secures the same return on 
his capital as other business men do, he will cease 
building houses until the increased demand for houses 
again raises the rent, — that is, in this case, his 
profits, — to the general level. A tax on house rent 
will therefore fall partly on the owner, partly on the 
occupier, but "in what proportion this final payment 
would be divided between them, it is not perhaps 
very easy to ascertain." 1 

Taxes on profits are simple of analysis. The profit 
arising from stock is divided by Smith into two parts, 
that which pays the interest, and the surplus over 
and above the interest. A tax on the surplus above 
'interest is always shifted, because this surplus is the 
"compensation for the risk and trouble of employing 
the stock", which the employer must have if he 
desires to continue the employment. And it will be 
shifted either on the landowner or on the consumer, 
according as the stock is employed in farming or in 
mercantile business. 2 For if he employed it as 
"farming stock" he could raise the rate of his profit 
only by reducing the amount he is called upon to pay 
to the landlord, that is, the rent. But if he employed 
it as a "mercantile or manufacturing stock", he 
could raise the rate of his profit only by raising the 
price of his goods. 

A tax on interest — that is on what Smith regards 
as "the net produce which remains after completely 
compensating the whole risk and trouble of employ- 

1 IUd. II, 434. 
2 Ibid, II, 440. 
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ing the stock" — seems to fall entirely on the owner, 
just as in the case of a tax on rent. But in reality 
the interest on money is a much less proper subject 
of direct taxation than rent, because land is tangible 
and easily ascertainable while capital stock is not; 
and because land cannot be removed while stock 
easily may. To tax stock, therefore, would cause its 
removal from the country, and put an end to all the 
industry which it had maintained, and thus reduce 
not only the profits of stock, but also the rent of land 
and the wages of labor. A general tax on profits 
hence affects other classes besides the employer. 1 A 
tax on the profits of stock employed in any particular 
branch of trade will, however, always be shifted from 
the dealers to the consumers because the dealers 
must "in all ordinary cases have their reasonable 
profit." The consumers will have to pay in the 
enhanced price of their goods not only the tax 
advanced by the dealer, but generally some over- 
charge in addition. 2 

Taxes on wages, finally, are always shifted. This 
is due to the fact that the rate of wages is necessarily 
regulated by the demand for labor and the average 
price of food. When these remain the same a direct 
tax on wages ' 'can have no other effect than to raise 
them somewhat higher than the tax." If the laborers 
were engaged in '•'manuf acting labor," the employer 
would have to raise wages, but would be obliged to 
charge it ultimately with a profit on the consumers. 
If the laborers were engaged in husbandry, the farmer 
would in the long run pay less rent to the landlord. 

l Ibid. II, 443: "The proprietor of stock is properly a citizen of 
the world and is not necessarily attached to any particular country." 
iJbkl II, 446. 
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But both the reduction of the rent and the rise of 
price will be greater than the amount of the tax. 1 
Whenever taxes on labor have not produced a pro- 
portionate rise of wages, it is because they have led 
to a fall in the demand for labor. But the only 
results of this have been a "declension of industry, a 
decrease of employment, and a diminution of the 
annual produce of the land and labor of the country." 
Even then, however, wages must always be higher 
than they would otherwise have been, — and this in- 
crease of price must be finally paid by the consumers. 
The same argument holds good of the "recompense 
of ingenious artists and of men of liberal professions' ' . 
But it does not apply so completely to "the emolu- 
ments of offices" because these are not regulated by 
the free competition of the market. 

Finally Smith discusses taxes which are intended 
to "fall indifferently on every species of revenue." 
These are capitation taxes and taxes on consumable 
commodities. Capitation taxes in so far as they are 
levied on the lower classes are taxes on wages and 
subject to the same objections. They are shifted to 
the consumers. 2 Taxes on commodities are either 
on necessaries or on luxuries. Taxes on necessaries 
raise the rate of wages (because wages are fixed 
partly by the price of necessaries) and fall on the 
consumers or landlords, acting precisely like a tax on 
labor. Taxes on luxuries on the other hand will not 
raise wages but will fall only on the consumers of the 
particular commodities. In so far as the poor are 
concerned they act simply as sumptuary laws. It is 
therefore always to the interest of the richer classes 

l IUd. II, 461. 

"-Ibid. II, 466. 

3 
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to oppose taxes on necessaries, for all taxes on neces- 
saries are ultimately paid by them, while taxes on 
luxuries fall on them only in so far as they are con- 
sumers of the luxuries. 1 

If we sum up Adam Smith's doctrine of incidence 
we see that taxes on wages, taxes on profits (except 
the tax on interest) and taxes on necessaries are 
always shifted. On the other hand taxes on land 
and taxes on luxuries always stay where they are 
put. The classes of society who bear all the taxes 
are thus above all the landowners, the rich consumers, 
and to a certain extent the lenders of capital. 

Adam Smith's exposition, marked as it is by many 
profound and suggestive ideas, is entirely dependent 
upon his peculiar theories of rent, profits and wages. 
As soon as we deny the validity of his theory of rent, 
of his treatment of wages as based on the necessaries 
of life, or of his conception of ordinary profits, his 
whole doctrine of incidence falls to the ground. And 
modern economic theory no longer accepts those 
bases of his theory. Ricardo himself did much to 
overthrow them. But in so far as Adam Smith based 
his doctrine of incidence on the theory of free com- 
petition without any qualifications and on the inevit- 
able action of his simple economic causes, he may be 
termed in some sort the forerunner of the absolute 
theory of incidence. 

Ricardo also does not give us any general theory 
of incidence. As with Smith we must seek bis views 
in connection with the discussion of the separate 
taxes. Ricardo differs from Smith in his theories of 
rent and of the relation of profits to wages. Ricardo' s 
theory of economic rent leads him to deny Smith's 

1 lbid. II, 470. 
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doctrine of the ultimate incidence of land taxes on 
the landowner. A tax on rent, it is true, will fall 
wholly on the landlord because, since rent is the sur- 
plus above the cost of production, the value of the 
product cannot possibly be affected by the tax. 1 But 
it is quite different with taxes on produce, tithes, or 
land taxes. These will be shifted by the landowners 
to the consumers. For since price is fixed by the 
cost of production on land of the poorest qualitj r , 
whatever increases cost raises price. But a tax 
which is imposed on all cultivators necessarily 
increases cost of production. Hence a tax on pro- 
duce raises price and is shifted to the consumers. A 
rise of price is the only means by which the cultivator 
can pay the tax and continue to derive "the usual 
and general profits" from the employment of his 
capital. He can not deduct the tax from his rent, 
for there is no rent on the land which fixes price. 
He will not deduct it from his profits, because there 
is no reason why he should stay in an employment 
with smaller profits. He can therefore pay the tax 
only by increasing the price. 2 

All land taxes, therefore, except the tax on pure 
rent, will fall on the consumers. But although every 
one is a consumer, not all consumers will pay the tax. 
One large class will remain exempt — the laborers. 
For a tax on raw produce, like any tax which in- 
creases the price of necessaries of life, will inevitably 
raise wages. "Wages never continue much above 
that rate which nature and habit demand for the sup- 

1 Ricardo, "Principles of Political Economy and Taxation," Chap. x. 
(McCulloch's edition, 1376) p. 102. "A tax on rent would affect rent 
only; it would fall wholty on landlords, and could not be shifted to 
anj' class of consumers." 

-Ibid. Chap, ix, p. 91; and Chap, xi, p. 104. 
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port of the labourer' ' . But as wages rose, profits would 
fall. A land tax would therefore fall not on the 
landlord nor the stockholders, but on the capitalist 
employer of labor. 1 

The question still remains whether the employer 
could shift the tax. In other words: what is the 
incidence of a tax on profits? Ricardo agrees with 
Smith in holding that a tax on the profits of a par- 
ticular class will inevitably be shifted to the con- 
sumers through a rise of price. But in the case of 
a tax on all profits the problem is less simple. If no 
attention be paid to foreign trade then a rise of prices 
would ensue. But since money is a commodity im- 
ported from abroad, a rise of prices, if it occurred, 
could not be permanent. In return for commodities 
imported the dear goods could not be exported. On 
the contrary money would be exported until prices 
had fallen to their former level. The inference is 
that a tax on profits will be borne not by the consumer 
but by the producer. 8 

Finally a tax on wages will raise wages. Ricardo 
here discusses the objections raised by Buchanan to 
the doctrine of Adam Smith. And he is forced to 
make the two important concessions that every rise 
in the price of necessaries does not necessarily raise 
wages, and that wages are not generally increased 

*lbid. p. 93. Ricardo seeks to prove that there would not be any 
considerable interval between the rise in the price of corn and the 
rise of wages, during which the laborer would suffer. Here, as 
elsewhere, his conclusions are too absolute, and depend on the wage 
fund theory. 

2 Ibid. Chap, xv, p. 127: "It appears to me absolutely certain 
that a well regulated tax on profits would ultimately restore com- 
modities, both of home and foreign manufacture, to the same money 
price which they bore before the tax was imposed." Cf. p. 155. 
Ricardo reached this position only in the late editions of his work. 
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by the amount of the tax. 1 But with his character- 
istic fondness for simple abstractions he goes on to 
argue as if these concessions did not invalidate his 
general doctrine. On the assumption then that taxes 
do raise wages, Ricardo concludes that they inevita- 
bly decrease profits. 2 He objects, hoAvever, to Adam 
Smith's contention that the tax will be shifted to the 
consumers. For since all producers are consumers of 
each other's goods, every dealer would increase his 
prices by the increase which he is compelled to pay, 
and this process would go on indefinitely, which is 
absurd. 3 Since therefore the tax would rest on profis, 
it is immaterial whether the taxes be levied on profits 
or on wages. It is always the profits of stock on 
which these taxes ultimately fall. 

It will be readily seen that these teachings of 
Ricardo depend entirely on the wage fund theory, on 
his general doctrine of profits and on the law of eco- 

1 lbid. Chap, xvi, pp. 130, 133: "It must therefore be conceded 
to Mr. Buchanan that any rise in the price of provisions occasioned 
by a deficient supply will not necessarily raise the money wages of 
labor. Taxes so far as they impair the net capital of the country 
diminish the demand for labor, and therefore it is a probable, but 
not a necessary, nor a peculiar consequence of a tax on wages, that 
though wages would rise, they would not rise by a sum precisely 
equal to the tax". Yet in the very next paragraph he says that he 
agrees with Adam Smith. 

'Ibid. p. 129: "Taxes on wages will raise wages, and therefore 

will diminish the rate of the profits of stock The only 

difference between a tax on necessaries and a tax on wages is that 
the former will necessarily be accompanied by a rise in the price of 

necessaries but the latter will not A tax on wages is 

wholly a tax on profits, a tax on necessaries is partly a tax on profits 
and partly a tax on rich consumers". 

3 Ibid. p. 135: "If they could all raise the price of their goods so 
as to remunerate themselves with a profit for the tax: as they are 
all consumers of each other's commodities, it is obvious that the 
tax could never be paid; for who would be the contributors if all 
were compensated"? 
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nomic rent. They stand or fall with the acceptance 
or rejection of these doctrines. Two points, however, 
must be brought prominently forward, — on the one 
hand the difference between Adam Smith and Ricardo 
in results, on the other the similarity in methods. 

Adam Smith, as we saw, holds that the landowners 
pay ultimately most of the taxes, bearing as they do 
all the taxes on land and a great part of the taxes on 
wages and profits. The "rich consumers" pay a 
smaller part, and the lenders ot capital a still lesser 
portion. On the other hand Ricardo maintains that 
the landowner pays only the taxes on rent proper, 
but shifts all the other taxes on land. Both Ricardo 
and Smith agree that wages can never be reached by 
a tax; but Smith regards the landowners, while 
Ricardo looks upon the recipients of profits of stock, 
as the real taxpayers of the country. The one is the 
advocate of the landed interest, the other of the 
monied interest. 

But while they differ so fundamentally in results 
they practically agree in methods. What Roscher 
calls the "magnificent abstractions" of Ricardo are 
perhaps the more impressive. No allowance is made 
for conditions or qualifications. The law of compe- 
tition is assumed as perfect in its operations. The 
absolute transferability of capital and labor is pre- 
supposed. The most far-reaching hypotheses are 
posited in the innocent belief that they are exemplifi- 
cations of actual facts. Everything is reduced to its 
simplest form. The complicated questions of indus- 
trial society are treated as more or less plain arithmeti- 
cal problems. Even though Ricardo's fundamental 
theory of distribution were correct, his doctrine of 
incidence would thus be incomplete. It might per- 
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haps be true so far as it went, but it would even then 
not go far enough to explain actual phenomena. It 
fails to notice the practical effects of economic fric 
tion. However much we may marvel at his power 
of analysis we instinctively regard his conclusions 
with suspicion. Bicardo's doctrine of incidence is 
premature and inadequate. Because of its rigidity 
and unyielding abstraction it may be called par ex- 
cellence the absolute theory. 



IV.— The Equal Diffusion ok Optimistic Theory. 

The germ of this doctrine can be found in the 
renowned Italian economist, Verri. Verri lays down 
the general principle that every tax naturally tends 
to bring about an equilibrium because it strikes every 
one according to his consumption. 1 But the theory 
was most fully developed in the celebrated book of 
Canard, which has now become so rare as to justify 
a somewhat fuller treatment. 

Canard expounds his views in a work avowedly writ- 
ten to disprove the Physiocratic theory of incidence. 
According to him there is not only a natural labor i. 
e. necessary to sustain existence, but also what he 
calls acquired labor, as well as superfluous labor, which 
lay the foundation of all surpluses or rents. There 
are three rents: rente fonder e, the result of the fixed 
labor applied to land or industry; rente inclustrielle, 

'Verri, " Meditazione sulla Economia Politica," 1771, XXX. Of. 
Custodi's collection of "Scrittori Classici Italiaui di Economia Poli- 
tica," Parte Moderna, Tomo XV, 244: "Ogni tributo naturalmente 
tende a livellarsi uniformemente su tutti gl' individui di uno stato 
a proporzione delle consumazioni di ciascuno". 

2 F. Canard, "Principesd'Economie Politique." Ouvragecouronne 
par 1' Institut National, 1801. 
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the result of the travail appris in industry, and rente 
mobiliere, the result of the travail superflu in com- 
merce. The aim of every man is to turn his labor 
into that particular kind of occupation which will 
give him the greatest rent or surplus. From this 
mutual struggle results the system of "equilibrium of 
advantages", the laws of which are the explanation 
of all economic phenomena. 1 The balance or equi- 
librium of these three rents is the foundation of the 
law of incidence. 

All taxes must be paid from one of these three 
rents, since a tax can never remain on the travail 
naturel which is necessary to existence. All taxes, 
again, are shifted because they disturb the equilibrium 
between the rents. Hence it makes no difference 
how a tax is imposed, whether on rent or on con- 
sumption; the incidence will always be the same. 
For a tax always diminishes the desire or ' 'determi- 
nation" of the buyer and seller, and no sale will take 
place until these desires are equalized by each party 
assuming one-half of the tax. This is the "equilib- 
rium of the determination" to exchange. Thus the 
first step in the shifting of taxes is like this: 

Total tax=T (JT is share of 1st seller. 

Share of 1st buyer is '( i T (±T " " 2nd " 

"2nd '• " HTjiT " " 3rd " 

"3rd " " HTiyVT" " 4th " 

"4th " " \ T VT etc. 

But of course this is only the first step. The first 
seller will immediately see that he is bearing one- 
half of the tax, while only one-quarter rests on the 
buyer. He will perceive that the buyer's "determi- 
nation" to exchange is stronger than his. He will 
hence refuse to sell. But if the buyer assumes an 

1 "L'equilibre des rentes", Ibid. pp. 10-12. 
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additional share of the tax, as he well can, the buj r er 
will for the same reasons shift a part of the tax to 
the next seller, and so on. There will be no equilib- 
rium until each bears an equal share. 

To understand how the burden of the tax is dis- 
tributed between buyer and seller, Canard likens the 
system of circulation of goods to a series of commu- 
nicating tubes. No matter how much water we pour 
in or out of any one tube, every one of the other tubes 
will gain or lose until the level is again reached in 
all. Just as the water will seek its level by distrib- 
uting itself proportionally to the diameter of each 
tube, so every tax will be distributed equally between 
buyers and sellers according to their capacity of 
labor. 1 Hence it is utterly useless for economists to 
devise schemes for taxing forms of business which 
seem not to be hit by any existing tax. It is utterly 
futile for the banker or merchant to hide his books. 
For the taxation of one branch of industry is like the 
operation of cupping. The vein from which the sur- 
geon has taken the blood is not more bloodless after 
the operation than any of the other veins in the body. 
So it is with the profits which a tax on any branch 
of industry diminishes; the profits of all other 
branches flow in at once, until the equilibrium is 

'"Pour concevoir comment 1' impot se repartit sur tous les acke- 
teurs-vendeurs, imaginons une suite de tubes se communicant 
entre eus; si dans l'un d'eux on verse un liquide quelconque il 
s'ecoulera successivement dans tous les tubes, et l'ecoulement 
cessera lorsqu'il y sera de niveau. Alors le liquide sera reparti 
dans tous les tubes proportionellement a leur diametre, de meme 
que l'impot est reparti sur tous les acheteurs-vendeurs proportion- 
ellement a la capacite de leur travail". Ibid. p. 61. Cf. p. 233: "Les 
lois d'equilibre dans le systeme general de la circulation sont les 
memes que les lois de l'equilibre des fluides". 
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restored. 1 It may be said, in fact, that the burden of 
the tax finally disappears and that the tax is ulti- 
mately borne by no one at all." 

However, Canard confesses that it takes some time 
for this equilibrium to be realized. There will be 
many contests between buyers and sellers, and many 
difficulties in the way. These difficulties he calls the 
"friction of taxation". 3 During this period even the 
"natural labor" or the wages of the ordinary laborer 
may be affected by the tax. Moreover this period of 
friction produces serious fluctuations which throw 
all business into confusion until the equilibrium is 
again reached. It is not so much the tax which 
causes the trouble, as the derangement of the equi- 

'"C'est done bien vainement que les econoruistes s'epuisent en 
moyens pour cherchei a atteindre par l'impot les branches qui lui 
paraissent inaccessibles. L'impdt que l'on percoit sur une branche 
d' Industrie ressemble a la saignee que le cbirurgien fait au bras: la 
veine qu'il a piquee n'est pas plus appauvrie du sang apres 1'opera- 
tion que toutes les autres parties du corps. II en est de rn6me du 
gain que Pimpot soutire d'une branche; le gain des autres branches 
vient tout a coup y affluer pour retablir 1'equilibre." Ibid. pp. 168- 
169. 

2 "On neut dire a la rigueur que la charge de l'impdt unit par £tre 
tout a fait nulle, et n'est supportee par aucun individu". Ibid. p. 
178. In another passage Canard pictures the process as follows: 
"Ainsi, voici la marche que suit la charge de l'impot. 1° elle 
s'ecoule d'abord de celui qui le paie le premier sur tous les autres 
acheteurs-vendeurs et consommateurs de la ni£nie branche. 2° 
De la elle se repand de proche en proche sur toutes les autres branches, 
par la nouvelle concurrence qu'apportent ceux qui quittent les 
branches imposees, pour attacher a celles qui ne le sont pas. 3° 
Enfin cet exces de concurrence va se perdre dans la branche immense 
de 1' effort politique alimentee par l'impot, et dont la consommation 
dedommage les autres branches de la diminution de la consomma- 
tion superflue qui enresulte. Alors la charge de l'impot est entitle- 
ment de niveau, alors elle n'est plus sentie". Ibid. p. ISO. 

3 "Cette difficulte e'est ce que j'appellerai le frottement de 
l'impot", p. 181. 
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librium. Hence, concludes Canard, we may advance 
this great truth: "Every old tax is good, every new 
tax is bad". 1 A government which has not a fixed, 
invariable system of taxation is like the planter who 
is continually changing his methods, but whose land 
in the mean time produces nothing until the owner 
himself is ruined. 2 Every tax becomes good provided 
it lasts long enough. 3 But curiously enough Canard's 
practical solution of the problem is found in the pro- 
posal to replace all existing taxes by a tax on salt. 

The theory of Canard was accepted by several 
writers, notably by Courcelle-Seneuil and Cherbuliez 
in France and by Prittwitz in Germany. Courcelle- 
Seneuil tells us that old taxes act exactly like cli- 
matic or agricultural disadvantages. The whole com- 
munity is poorer than it would be if these disadvan- 
tages did not exist, but the disadvantages are spread 
over the whole community." 1 Cherbuliez expresses the 

'"On voit done que ce n'est pas l'imp6t par lui meme qui fait le 
mal, mais seulement le derangement de l'equilibre qu' il cause. 
Done on peut avancer cette grande verite, que tout vieil impot est oon, 
et tout nouvel impot est mauvais" . Ibid. p. 197. 

2 "Le gouvernement qui n'a pas une maniere fixe et invariable 
d'impositions resseruble^a un proprietaire qui apres avoir fait une 
plantation s'en degoute, la change pour une autre et celle-ci pour 
une autre encore; pendant ce temps la terre ne produit rien, et le 
proprietaire se ruine". 

3 "Tout impot ne devient bon que par sa vetuste". Ibid. p. 233. 
Cf. p. 202. 

4 "Lorsque les impots ont recu la sanction du temps, ils ne touclient 
plus a la propriete d'aucun individu en parti culier, parceque chacun 
a arrange sa vie en vue de son existence. Ils agissent alors exact- 
ement comme les inconvenients du climat et du sol: la societe en 
general est moins riche que si ces inconvenients n'existaient pas; 
mais cette diminution de richesse se trouve repartie de telle facon 
que toutes les forces mecaniques sont dans leur equilibre naturel". 
Courcelle-Seneuil, "Traite d'Economie Politique," I. 462 (2nd edi- 
tion, 1S67. The first edition appeared in 1S57.) 
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same idea, but in somewhat modified form, in saying 
that stability is the best, as mobility is the worst, 
quality of a tax system. All taxes, no matter how 
bad at first, gradually become good. 1 

The theory reached its final stage in the German 
writer Prittwitz who maintained that the only w T ay 
to secure a just and equitable distribution of taxes 
was through a permanent, immutable system, and 
that this would be equally true even though the sys- 
tem was at its inception the most absurd and burderj- 
some imaginable. 2 It is for this reason that I have 
termed the theory the "optimistic" theory. 

The writer, however, who may be said to share with 
Canard the doubtful honor of founding the optimistic 
theory is Thiers. Thiers wrote quite independently 
of Canard, and he is of especial importance as being 
the inventor of the term "diffusion" of taxes,- — a term 
Avhich he borrows from the science of optics. He 
compares the shifting of taxes to the diffusion of the 
rays of light, and lays down his principle in the fol- 
lowing words: "Taxes are shifted indefinitely and 
tend to become a part of price of commodities, to 
such an extent that every one bears his share, not in 
proportion to what he pays to the state but in propor- 

"'La stability est le merite le plus essentiel, la mobilite le plus 
grave defaut qui puisse avoir un regime pratique de fiscalite. Tout 
systeme d'impdt, quelque vicieux qu'il puisse 4tre entheorie, au 
point de vue de la repartition, va s'arneliorant en pratique avec les 
annees, a mesure que les e£fe,ts immediats du prelevement sont 
amortis et successivement effaces par Paction toujours graduelle, 
souvent tres lente, mais invariable et certaine, des lois qui gouv- 
ernent la vie economique des societes". Cherbuliez, "Precis de la 
Science Economique," 1862, II, 457. 

2 "Denkbar abenteuerlichste und driickendste" are the words used 
by Prittwitz. Cf. his Kunst, reich zu werden (n. d.), 635-655, and his 
"Theorie der Steuern und Zolle," 1842, 107-116, etc. etc. 
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tion to what he consumes".' The arguments with 
which Thiers supports his theorem are as follows: 
The manufacturer who pays taxes, whether direct or 
indirect, adds the tax to the price of the commodity, 
for, consciously or not, he necessarily fixes the price 
so as to recompense him for all his outlays plus a 
certain profit. Otherwise he would quit the business. 
The tax is simply a part of the cost of production. 
This is true not only of the manufacturer, but of the 
farmer. If he is to remain in the occupation of 
agriculture, all his outlays must be made good. And 
so again the laborer is precisely in the same situation. 
For unless his wages increase by the amount of the 
tax he would change his occupation or die of hunger. 
Thus all taxes are indefinitely shifted. 

When we remember that Thiers' whole work was 
written simply to prove the divine and absolute 
rights of private property we need not feel surprised 
at his conclusions. For he tells us that according to 
this most wise and reassuring law of providence, 
no matter what the government may do, it is always 
the rich who pay most of the taxes, because they 
consume the most. 2 To the socialists he says: hands 
off, do you not see that the rich already pay most of 
the taxes? To the radicals who wish to restrict the 
province of indirect taxes because they bear heavily 

'A. Thiers, "De la Propriety, " 1S48, p. 380: ' 'L'impot se repartit a 
l'infim, et tend a se confondre avec le prix des choses au point que 
chaoun en supporte sa part, non en raison de oe qu'il paye a l'Etat 
mais en raison de ce qu'il consomme." Of. p. 382: "L'impdt se 
repercute a l'infini, et de repercussion en repercussion devient en 
definitive partie integrante du prix des choses. C'est ce qui j'ap- 
pelle la diffusion de l'imp6t." 

"Ibid. p. 389: "Par une loi des plus sages, des plus rassurantes de 
la Providence, de quelque facon que s'y prennent les gouvernements, 
le riche est apres tout le plus soumis a l'impot". 
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on the poor he says: stop, that is not true, the rich 
already pay more than their share. 

The logical conclusion of what Thiers calls this 
"rigorously true" theory of incidence would undoubt- 
edly be that it makes no difference what system of 
taxation is adopted. "God forbid that I should main- 
tain such a heresy", 1 cries Thiers, much to our sur- 
prise. 

He demands in the first place equality of taxation, 
but without attempting to show in what this equality 
consists. Secondly he makes the important conces- 
sion that although the tax is ultimately shifted, for 
the time being it is a burden on the first payer. But 
he at once complacently ignores these concessions 
and maintains that in the long run, no matter what 
the government does, it is always the rich who pay 
the taxes. 

It is to be noticed that this exceedingly shallow 
doctrine of Thiers met with almost no success in 
France, where de Broglie is about the only writer 
who has adopted it, in speaking of the "indefinite 
repercussion" of taxes. 2 It is remarkable, however, 
that it should have found adherents in other coun- 
tries. The most noteworthy modern follower of 
Thiers is the Austrian professor, Stein, who goes so 
far as to declare the whole doctrine of shifting to be 
the result of a "marvellous confusion of thought". 
For according to Stein every tax is shifted by every- 
body on everybody, since everybody only advances 
the tax for somebody else who uses his productions. 
According to this theory there would naturally be no 
need of a science of taxation at all. In place of the 

'"Dieu me preserve de soutenir une pareille heresie". 
"De Broglie, "Le libre echange et l'impdt," 4S. 
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'•'confused doctrine"' of shifting of taxes Stein ad- 
vanced the "simple idea of the production of taxes", 
the idea namely, that "the total amount of all taxes 
must he really produced every year as the surplus of 
production".' 

Although this conception may be very "simple" to 
Stein, it must be said that even all subsequent Ger- 
man writers have been unable to understand what it 
means, and that we may therefore be excused from 
attempting to unravel the mystery. 

In England the equal diffusion theory was Actu- 
ally advanced already in the eighteenth century by 
Lord Mansfield. "I hold it to be true," said he, 
"that a tax laid in any place is like a pebble falling 
into and making a circle in a lake, till one circle 
produces and gives motion to another, and the whole 
circumference is agitated from the centre". 2 But 
Mansfield made no further application of the doctrine. 
Later on Martin summed up the theory in the words: 
"The public are the persons on whom the taxes fall, 
no matter how they may be artfully diverged in their 

iStein, "Finanzwissenschaft," 4th ed. (1878), 1,493-497: "DieLehre 
von der TJberwalzung der Steuern ist eine der wunderlichsten 
Begriffsverwirrungen, die es je in der Wissenschaft gegeben hat. 
. . . Das gvosse Kesultat ist das jede Steuer von jedem auf 

jeden iiberwalzt wird An die Stelle der unklaren 

TJeberwalzung der Steuern tritt der klare Begriff der Production 

derselben Die Gesammtsumme aller Steuern muss 

alljahrlich als Mehrwerth der Production von dem Volke wirk- 
lich producirt werden. . . . Das ist der einfache Begrifi der 
Steuerproduction". The most recent attempts to understand, and 
at the same time combat, Stein are found in the two Dutch works: 
"Cort van der Linden, Leerboek der Financien," 18S7, gSl, pp. 156- 
162; and Pierson, "Leerboek der Staathuishoudkunde," 1S90, II, 
44S-455. 

^Speech on taxing the Colonies, 1766, in his "Collected Speeches." 
Quoted by F. A. Walker, Wages Question, 316. 
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course". 1 But the chief modern writer who adopted 
the equal diffusion theory is Gibbon, although he 
did not draw the logical conclusions. Gibbon states 
that "all taxes direct or indirect paid by the producers 
or importers of commodities, and by the dealers 
therein, ultimately fall upon and are paid by the 
consumers, by whomsoever such taxes may have 
been paid to the collectors thereof or into the public 
chest". 2 Gibbon applies this rule to practically all 
taxes, for taxes on land are according to him taxes 
on the produce of the land, and taxes on profits or 
income taxes fall in the long run also on the consu- 
mers. 3 

In America, where there has been but little serious 
study of taxation, the few Avriters of prominence are, 
remarkable to relate, almost all abject followers of 
Thiers. America may, in fact, claim the honor of 
being the only country in the world where the doc- 
trine is still upheld. The chief representative of this 
easy going, complacent doctrine is David A. Wells. 
Mr. Wells lays down the general principle that "taxes 
equate and diffuse themselves, and if levied with 
certainty and uniformity they will, by a diffusion 
and repercussion, reach and burden all property with 
unerring certainty and equality. All taxation ulti- 
mately and necessarily falls on consumption." 4 The 

: K. Montgomery Martin, "Taxation of the British Empire," 1333, 
245. 

3 Alexander Gibbon, "Taxation, its Nature and Properties," 1851, 
18. 

Ubid 19, 26, 33. 

4 Article "Taxation" in Lalor's "Cyclopaedia of Political Science," 
III, 88. The editor of this Cyclopaedia makes the remarkable 
statement: "Mr. Wells' "views are in harmony with those of Adam 
Smith, Ricardo, James Mill, Thiers, McCulloch and Say". A most 
delightful jumble !— Cf. another statement of Mr. Wells' theory in 
the second report of the New York Tax Commission, 1872, p. 47, 
where he quotes Thiers approvingly. 
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same opinion has been advanced by Isaac Sherman 
in the statement that "all proportional contributions 
to the state from direct competitors are diffused upon 
things and persons by a uniformity as manifest as is 
the pressure upon water which is known to be uniform 
in all directions". 1 Even Judge Oooley is not entirely 
free from a share in this opinion. 2 

President Walker is the only American writer who 
has questioned the truth of the optimistic theory. 3 
But he seems to overlook the fact that this is only one 
among many theories of incidence, and that the 
problem of shifting cannot be solved simply by a 
negation of the equal diffusion doctrine. 

The optimistic theory is so very superficial as 
scarcely to deserve a refutation. It has never been 
accepted by any writers of importance except the 
few already mentioned; and the weakness in the 
logic has been shown a hundred times. It is needless 
to repeat these arguments here as our review of the 
eclectic theories as well as the whole positive and 
constructive part of the present monograph will sub- 
stantially show the shallowness of the doctrine in 
every particular case. Were the theory true, there 
would be no need for any investigation like the 
present. 

V. — The Pessimistic Theory. 

The pessimistic theory like the optimistic theory is 
also based on the doctrine of diffusion, but draws 
entirely different conclusions. Its chief apostle is 

'Sherman, "Exclusive Taxation of Real Estate and the Fran- 
chises of a few specified moneyed Corporations," 1874. 

2 Cooley, "A Treatise on the Law of Taxation." (2nd ed. 1886) 
p. 38. 

'Walker, "Political Economy," 3rd ed., 18S8, §§ 606-610. 
4 
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the great anarchist, Proudhon. According to Proud- 
hon all taxes are in last resort taxes on the consumer. 
Try as the legislature may, he cannot prevent this 
shifting. The whole distinction between direct and 
indirect taxes is -useless. The result must always 
be "fiscal nonsense". 1 For since the mass of the 
consumers are the poor, all taxes are unjust because 
they inevitably press on the poor more than on the 
rich. This constitutes the inevitable iniquity of tax- 
ation. 2 Taxation is necessary and yet taxation is 
necessarily iniquitous. This is one of Proudhon's 
famous "contradictions economiques". "The problem 
of taxation is henc'e insoluble. The fault lies neither 
with the principle of proportion, nor with the revolu- 
tion, nor with the government; neither with ideas 
nor with men; the fault is to be found in the institu- 
tions, which themselves depend on the nature of 
things". 

Proudhon's pessimism is as superficial as Thiers' 
optimism. Each contents itself with words instead 
of arguments. And yet, however widely they diverge 
in practical results, the theories are virtually at one 
in that, according to each, it really makes no dif- 
ference what sort of taxes are imposed. With such 

a "En resume, de quelque maniere qu'on s'y prenne avec l'irnpot, 
on obtient zero de resultat. C'est toujours la consommation qui le 
paj'e .... Voici qui met le comble a la deraison fiscale. En 
derniere analyse l'impot est acquitte par la masse." Proudhon, 
"Theorie de l'impot." New edition, 1868, "Oeuvres completes," 
XV, 206, 166. 

2 L'iniquite de l'impot ne vient done pas de lui, elle a son prineipe 
dans ces transformations engrenees, dans cette oscillation univer- 
selle, dans ces inequalities organiques, qui sans cesse, par leur agita- 
tion incoercible, rejettent sur le produit, et consequernment sur la 
masse des consommations, ce que l'impot s'etait efforce de repartir 
entre les proprietes, les maisons, les industries, les capitaux, les 
loyers, etc Ibid. 222. 
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theories as these the whole science of finance becomes 
a needless piece of jugglery and mystification. 

A recent American writer, Albert S. Bolles, may 
also be regarded as an advocate of the pessim- 
istic theory, although he would probably resent any 
statement that he had been influenced by Proudhon. 
In fact he bases his pessimism on the uncertainty of 
the process of shifting. According to Mr. Bolles "no 
uniform law or rule prevails or can possibly be estab- 
lished with respect to the transfer [of taxes]" .... 
'•'A tax which is fairly assessed on all property in the 
beginning proves a highly unjust tax in its opera- 
tion Some are obliged to bear the whole 

burden, they can shift no part of it; others are more 
fortunate and shift a portion; others are engaged in 
such a business, or happily are owners of such prop- 
erty, that they can shift the whole, or nearly the 
whole burden". The whole system thus results in 
the greatest inequalities.' 

It is true that Mr. Bolles applies his doctrine only 
to the general property tax. But the reasoning is 
equally applicable to other taxes. For in the matter 
of incidence there is very little difference, as Ave shall 
see later on, between a tax on property and a tax on 
profits; and almost all taxes may be declared to be 
in the wider sense of the term taxes on profits. If it 
is true that an equal tax always results in gross 
inequalities, the outlook for just taxation would 
indeed be poor. But, as we shall see, it is an exagger- 
ation to say that "uniform rules cannot be estab- 
lished." Pessimism we shall find to be as untenable 
as optimism. 

1 Report of A. S. Bolles in Eeport of the Revenue Commission 
appointed by the act of the Legislature of Pennsylvania, May 25, 
1889, (1S90), 142. 
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VI. — The Capitalization ok Amortization Theory. 

The origin of this theory is connected with the 
discussion of the land tax. It can be traced far back 
to the beginning of the century. The theory is that 
since the land tax falls exclusively on the landowner 
— at least according to the opinion of the economists 
concerned — the effect of the tax will be to depreciate 
the value of the land by the capitalized value of the 
tax. That is, since the value of land is fixed by the 
net produce from the land, the tax which will operate 
to decrease this net produce will diminish the value 
of the land by an amount equal to the capitalized 
value of the tax. The individual who purchases this 
land will pay for it only this diminished value, and 
will therefore be free of taxes, since he has dis- 
counted the tax in the smaller price paid for the 
land. The tax, in other words, has become a per- 
petual rent-charge, allowance for which is made in 
any transfer of the property. The conclusion drawn 
from this argument is that a tax on land, after its 
first imposition, is borne by no one, since it is paid 
once and for all and is then immediately shifted off 
in a capitalization of the tax; and that it is therefore 
entirely immaterial how low or high the rate may 
be, provided it be constant. This is known as the 
capitalization or amortization theory, according as 
we look to the increase or the diminution of the 
capital value. Applied especially to land it is also 
known as the rent charge theory, because the taxes 
are assumed to cease to be taxes on the owner and to 
become rent charges in favor of the state. 

The germ of the doctrine may be found in an au- 
thor hitherto singularly neglected, the only English 
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writer to devote a separate volume to the questions of 
public finance, John Craig. Craig tells us that the tax 
is "altogether paid by the present proprietors to the 
entire exemption of future purchasers", making use of 
the argument advanced above. 1 But Craig hedges his 
exposition with an important condition, to be dis- 
cussed in a moment, inattention to which has led 
succeeding authors to very absurd results. 

Some of the early German writers on public finance, 
like Sartorius, Hoffmann, and Murhard, went so far 
as to declare that a land tax was therefore no tax at 
all, but that, since it acts as a rent charge capitalized 
in the decreased value of the land, 2 it would be vir- 
tually a confiscation of the property of the original 
owner. On the other hand since the future pos- 
sessors would otherwise go scot free, it would be 
necessary to levy some other kind of a tax on them. 3 

'Craig, "Elements of Political Science," 1814, Vol. III., 38: "As 
the free rent of land will be diminished by the tax, the price of 
e;ich estate will proportional ly decline. If the nett rent be reduced 
by a tax of 4 sh. in the pound, from £100 to £80 a year, the estate 
which was formerly worth £3,000 will no longer sell for more than 
£2,400. A proprietor therefore who wishes to dispose of his land, 
will at once be deprived of one-fifth of his property. Instead of 
paying £20 a year during his possession, and leaving his annual 
payment as a burden on the lands, he finds himself obliged to pay 
£600, the value of the tax, forever, while his successor is exempted 
from all contribution". 

-The Germans call the rent charge theory "Die Reallast-theorie 
der Grundsteuer". 

3 "AUe und jede fixirte Grundsteuern miissen sonach im Fort- 
gange der Zeit und im Verkehre mit Grundstucken die Natur der 
Steuern giinzlich verlieren, und sich in Staatsrenten verwandlen". 
Murhard, "Theorie und Politik der Besteuerung," 1834, 295; Of. p. 
327. For the necessity of laying new taxes on future holders see 
Ibid. p. 366. Of. Hoffmann, "Die Lehre von den Steuern," 1840, 110; 
Sartorius, Ueber die gleiche Besteuerung des Konigsreichs Hano- 
ver, 92; v. Prittwitz, Theo'-ie der Steuern und Zolle, 1842, 132. 
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In France we find the theory already in part ex- 
pressed by J. B. Saj r , although he did not draw the 
same conclusions. 1 But the doctrine is most clearly 
expounded in the work of Destutt de Tracy, who made 
the ''singular and important observation" that when 
a tax is laid on land, a value equal to the capital of 
the tax is at once taken from the actual proprietors, 
and tbat when all have changed owners, it is really 
no longer paid by any one. But it is remarkable 
that Tracy applied his doctrine also to taxes on houses 
and annuities." Several decades later the capitaliza- 
tion theory was most elaborately defended hy Passy, 
who has often, but erroneously, been deemed the real 
founder of the doctrine. He drew the logical conclu- 
sion that the rate of the tax must never be changed. 
To increase it would be to confiscate the property, to 
reduce it would be to make a free gift of the capital- 
ized value of the tax to the landowner. 3 

a Say. "Traite d'Economie Politique," 1802, Book III, Chap. X, 
(8th ed. 1876, p. 565): "Le proprietaire lie pent, meme par la vente 
de son fonds, se soustraire au fardeau de l'impdt: car le fonds n'est 
paye. en principal qu'en proportion de cequel'impot lui laisse valoir 

en revenu C'est comme si le gouvernement prenait un 

cinquieme de la terre". In a work subsequently published by Craig, 
"Remarks on some Fundamental Doctrines of Political Economy," 
1821, lie calls attention to the fact that Say entertained many of 
his views, although neither had seen the work of the other. 

2 Destutt de Tracy, "Traite d'Economie Politique," 1815, Chap, 
xii. Gf. the American translation by Thomas Jefferson, George- 
town, i>. C, 1817, 207-210. 

3 "Une remarque essentielle, en cequi concerne l'impot territorial, 
c'est qu'il finit par ne plus etre constitue a titre veritablement one- 
reux pour ceux qui l'acquittent. Get effet resulte des transmis- 
sions dont la terre est l'objet. . . . On ne peut elever le taux de 
l'imp6t sans ravir aux proprietaires non seulement une portion des 
revenus dont ils jouissent, mais encore du capital meme du nouveau 
tribut annuel mis a leur charge. On ne peut, au contraire, abaisser 
oe taux sans leur faire don d'une rente appartenant a l'etat, et en 
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The doctrine in France is generally known as the 
theory of the immutability of the land tax (theorie de 
la fixite de l'impot). And it has been accepted by 
several other French economists. Thus Gamier 
maintains that a tax on land is really an expropria- 
tion of the original owner to the manifest advantage 
of the future proprietors. ' We find the same ideas 
in Wolowski, Du Puynode, Cherbuliez and Walras. 2 
Even Leroy-Beaulieu, although he terms it a "re- 
markably ingenious theory, with all the appearance 
of great scientific precision", simply objects that it 
is "much too absolute"; without going to the pith of 
the matter. 3 The doctrine itself probably reached its 
final stage in the statement of Stein that this cmes- 
tion is the most important in the whole domain of 
taxation, and that the land tax must never be in- 
creased. 4 Pai'ieu, who was himself not very clear 

mcme temps du capital de eette meme rente". H. Passy, Art. Impot 
in " Dictionnaire de l'Economie Politique", 1S52, 902. — Denis 
L'impot, 1889, 161, errs in ascribing the origin of the doctrine to 
Passy. Pantaleoni, "Teoria della Traslazione dei Tributi", 18S2, 
173, seems to make the same mistake. 

'"Un impot foncier, quand on l'etablit, est une sorte d' expropri- 
ation du proprietaire pour une certaine partie de son fonds; mais 
l'acheteur qui lui succSde paye la terre en consequence et ne subit 
plus l'impot". Garnier, "Traite de Finances", 4th ed. (1885), 100, 103. 

2 Wolowski, Journal des Economistes, 1S66, IV, 141. "Tout 
accroissement de l'impot direct sur la propriety ne porte que le nom 
d'impot: il est en realiteune confiscation partielle deguisee sous une 
apparence trompeuse". Of. Du Puynode, "De la Monnaie, du Credit, 
et del'Imp6t", 1843, II, 171; Cherbuliez, "Precis de la Science Econ- 
omique", 1S62, II, 437; "Walras, "Elements d'Economie Politique 
Pure", (2nd ed., 1889), 572, and "Theorie Critique de l'impot", 
1861, 34. 

3 Leroy-Beaulieu, "Science des Finances", 3rd ed. 1883, I, 319. 

4 "Im Allgemeinenistnun kein Zweifel, dasseine solche Erhohung 
im ganzen Gebiete der Besteuerung die ernsteste unci wichtichste 
Frage ist welche iiberhaupt hier vorkommen kann. . . . Das 
allgemeine Princip daher muss sein . . . dass die Grundsteuer 



56 On the Shifting and Incidence of Taxation. [1 74 

on the subject, shows very well that this doctrine of 
immutability necessarily leads to the English idea of 
the redeemable rent charge. 1 

In England the theory has seemed to derive some 
support from the fact that the land tax is indeed a 
redeemable rent charge. But that is owing simpty 
to the peculiar circumstances of the case. The land 
tax which was originally a general property tax 2 
came to be considered a fixed and invariable tax of 
four shillings in the pound. In 1798 it was made per- 
petual at that rate, and the landowners were given 
the privilege to redeem it, that is to free the land 
from taxation by paying a certain lump sum. In 
England, therefore, the land tax is indeed a redeem- 
able rent charge, but only because expressly made so 
by statute. This is what led Greg to maintain that 
the land tax was not a burden upon the land because 
the state had become a permanent proprietor jointly 
with the owner of the estate; and led Senior to 
express the same views in distinguishing between 
the incidence of a new tax and of a fixed permanent 
land tax. 3 To draw any general conclusions as to the 
incidence of taxation in general would be wholly 
inadmissible. Especially the inference that it is 
always wrong to impose a new tax or to increase an 
old tax on land would be utterty unjustifiable. 

niemals erhoht werden darf". — " Lelirbuch der Finanzwissen- 
schaft", 4th ed. (187S), II., 55. In the 5th ed. (188?) this passage is 
omitted. Of. II, 103-105. 

^arieu, "Traitedes Impdts", (2nd ed. 1866), I. 273: "Cette immu- 
tabilite n'est que la timide premisse de sa rachetabilite". 

2 See my article on "The General Property Tax." Political Science 
Quarterly, V, No. 1. 

3 Select Committee of House of Lords on the Land Tax, 1846, Qu. 
5479-5510. 



175] On the Shifting and Incidence of Taxation. 57 

The truth of the matter simply is that the whole 
theory applies to the land tax only where the land 
tax is the sole tax levied. The capitalization theory 
of incidence is true of the land tax only in so far as 
it is a partial or exclusive tax. Above all, it is not 
a whit more applicable to the land tax than to any 
other tax. 

This was already clearly perceived by Craig — a fact 
that seems to have utterly escaped the attention of 
succeeding economists. For Craig expressly tells us 
that his theory holds good only in case "a land tax- 
be imposed without an equivalent duty on every 
other species of property." He further states that 
exclusive taxes in general, like exclusive taxes on 
land, fall ultimately on the present proprietors of 
that species of property which is taxed. 1 John Stuart 
Mill practically entertained the same opinion although 
he did not work out his theory and contented himself 
with asserting that "a peculiar tax on the income of 
any class, not balanced by taxes on other classes, 
is a violation of justice and amounts to a partial con- 
fiscation." 2 As to the other English writers, Dud- 
ley Baxter discussed the "strange theory" of the rent 
charge as applied to the land tax, the poor rate, the 
succession, probate and legacy duties. But although 

'Craig, "Elements of Political Science," III, 37, 82-86. 

2 Mill; "Principles of Political Economy". Book V, Chap, iii, §2. 
In another passage he shows that an exclusive tax on "realized 
property . . . would fall exclusively on those who happened to 
compose the class when the tax was laid on . . . Future buyers 
would acquire land and securities at a reduction of the price equiv- 
alent to the peculiar tax, which tax they would therefore escape 
from paying; while the original possessors would remain burthened 
with it even after parting with the property. . . . Its impo- 
sition would thus be tantamount to the confiscation for public uses 
of a percentage of their property." Book V, Chap, ii, §3. 
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he professed to discover three fallacies in the argu- 
ment, none of his objections really goes to the root 
of the matter. 1 Noble, in his chapter which deals 
solely with the very broad facts of incidence, men- 
tions the rent charge theory only in connection with 
the land tax. 2 Sidgwick, who sees that the rent 
charge theory applies only to a special tax on land, 
limits the doctrine to "any particular kind of durable 
wealth of which the supply absolutely limited". But 
he does not make the reasons clear and fails to see 
the real scope of the theory. 3 

The only French writer, in addition to Destutt. de 
Tracy, who attempted to generalize the conception of 
the capitalization of incidence, was Cournot. He 
expounded the theory already at an early period, 
although in other words. Above all he applied it 
only to articles subject to the law of monopoly.' 1 But 
even Cournot drew no general conclusions from the 
theory. 

It was reserved for the German economists to set 
forth the truth in the capitalization theory. The 
earliest writer to discuss it fully was llau. Rau 
shows that the theory is not entirely true of the land 

'Dudley Baxter, "The Taxation of the United Kingdom", 1S69, 
50-55. 

2 Noble, "National Finance", 1875, 282. Of. Noble, the Queen's 
Taxes, 1870, 146. 

3 Sidg-wick, "Principles of Political Economy", 1883, 569. 

■"'On peut mtoe dire que cet impot [fixed or proportional to net 
profits] ne fait tort qu"aux premiers possesseurs, aux inventeurs et 
en general a ceux qui jouissaient du fonds productif au moment de 
l'etablissement de l'imp6t, et a leur successeurs a titre gratuit. Car 
les successeurs a titre onereux reglent leur prix d'acquisition sur le 
produit net, defalcation faite de l'imp6t; et si le fonds vient a etre 
degreve entre leurs mains, c'est pour eux une veritable epave". 
Cournot, " Recherches sur les Principes Mathematiques de la 
Theorie des Rich esses", 183S, 75. 
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tax, first, because the original owners or their heirs 
often retain possession, so that there may be no 
chance for a diminution of the capital value through 
purchase and sale; and secondly, because the value of 
land is fixed not alone by the net produce but some- 
times by other factors, such as a change in the 
demand or in the rate of interest. In such a case it 
cannot be said that the new purchaser does not feel 
the tax, because it is difficult for him to realize 
clearly that he paid less for the land on account of 
the tax. But in so far as the theory is true, it applies 
only to so much of the land tax as exceeds the usual 
rate of taxes on other commodities. Above all the 
same argument is true of every tax levied on objects 
of varying value capable of sale — whether houses, 
stocks, bonds, or other capital. 1 

Other writers like Helferich and Hock developed 
the doctrine, 2 and it has recently been clearly ex- 
pounded by Schiiffle. . 

Schiiffle would naturally enlarge the rent charge 
theory into a general capitalization theory, because of 
his doctrine of the universality of the rent principle — 
the doctrine, which has lately been made familiar 
to English readers by a number of writers, that the 
theory of rent is not confined to land but is applicable 
also to all profits on capital. 3 Since Schiiffle the capi- 

^au, "Grundsatze der Finanzwissenschaft", 5th ed., 1865, II, 
22-27. 

2 Helferich, "Ueber die Einf filming einer Kapitalsteuer in Baden". 
In Tiibinger Zeitschrift fur die gesammte Staatswisse?ischaft, 1846, 291 
et seq; Hock, "Die offentlichen Abgaben und Schulden", 1863, III, 
el seq. 

3 Schaffle, "Die Grundsatze der Steuerpolitik und die schwebenden 
Finanzfragen", 1880, pp. 176, 187, 190. SchafHe's general theory of rent 
and profits was first published in 1867, in his "Nationalokonomiscbe 
Theorie der ausschliessenden Absatzverhaltnisse." The theory itself 
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talization theory has been accepted by Pantaleoni 1 in 
Italy and by Pierson 2 in Holland, but they all fail to 
notice some of the qualifications which I shall now 
proceed to mention. 

The general theory of capitalization may be ex- 
pressed as follows: When a partial tax is imposed 
on any class of commodities to the exclusion of all 
other classes, whether the commodity consist of land 
or of any other taxable object, the tax will fall en- 
tirely on the original owner of the commodity before 
the tax was imposed, and not on the future purchaser; 
because the tax will be discounted in a depreciation 
of the capital value of the article by a sum about 
equal to the capitalized value of the annual tax. In 
the same way when unequal taxes are levied on dif- 
ferent classes of commodities, the excess of the tax 
in the overtaxed commodity over and above the gen- 
eral rate will be capitalized, so as virtually to exempt 
future owners from their surplus taxation. But this 
will be true only on the three conditions: 

(1) That the taxis levied on a commodity or object 
which is capable of an annual rental value and which 
has a capital value; 

(2) That the tax cannot be shifted to the consumer 
by the fact of the commodity being used in further 
production; 

(3) That the general relations of demand and sup- 
ply remain in other respects the same. 

is already found in Mangoldt, "Die Lelire vom Unternehmer- 
gewinn", published in 1855. 

1 Pantaleoni, "Traslazione dei Tributi", 179, who chides Schaffle 
for not giving credit to Rau. But he forgets that Craig preceded 
both Rau and Schaffle. 

2 Pierson, "Leerboek der Staatshuishoudkunde", Vol. II, 1890, 
391-109: "Amortisatie van Belastingen''. 
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Thus the principle of capitalization would not apply 
to taxes on income in general or to special taxes on 
wages, etc., because there is no capital value which 
is subject to amortization or capitalization. Again, 
secondly, the principle would not apply if the tax can 
be shifted to the consumer. For the tax will then 
simply raise the price of the product, instead of less- 
ening the value of the principal or source of the 
product. Thus an exclusive tax on commodities may 
be shifted to the consumer. Capitalization of taxa- 
tion is just the opposite of shifting of taxation, 
although they have been frequently confounded. If 
a tax is shifted it cannot be capitalized; if it is capi- 
talized it cannot be shifted. Capitalization implies 
a depreciation of the capital value; but this is possi- 
ble only when the tax rests on the possessor, i. e. 
when it is not shifted to any one else, like the pur- 
chaser or consumer. 

Finally, the principle would not apply to special 
taxes on property or profits if the capital value of 
this class of commodities should for any other reason 
fluctuate in price. For example, if a special tax were 
levied on government securities it might nevertheless 
happen that for some reason confidence in govern- 
ment bonds as over against general securities might 
decrease to such an extent as to counterbalance the 
decreased returns from the investment. In such a 
case there would be no capitalization of the tax. 
Thus again, in the case of a special tax on land, the 
value of land as an investment might increase when 
compared with other forms of investment. This also 
would nullify the action of the principle. The doc- 
trine of capitalization holds good only on the assump- 
tion that other things are equal. It is based on the 
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theory of normal cost, or on normal demand and sup- 
ply. It is only in the absence of disturbing causes, 
which must be investigated separately in each par- 
ticular case, that the increase of an exclusive tax 
results in a partial confiscation, or that its decrease 
is tantamount to a free gift. 

With all these qualifications the capitalization of 
taxation remains an important topic in the study of 
incidence. Its cause is inequality; its result is con- 
fiscation or gratuity. 1 



VII. — The Eclectic Theory. 

The absolute theory as well as the equal diffusion 
theory soon met with considerable opposition. 
Most of these opponents, however, have confined 
themselves to criticism and to the elaboration of a 
few special points. We may sum them up under the 
head of the eclectic school. 

One of the first authors who attempted to show the 
weakness of both Canard and Ricardo was J. B. Say. 
According to Say a tax on any article, when followed 
by a rise in price, falls on the consumer, but only in 
part. For increased prices mean diminished con- 
sumption, and smaller demand, means decrease of 
profits. So that even here the producer may bear a 
part of the tax. The tax is like the powder that 

1 For an application of the general theory to a special tax see my 
article on "The Taxation of Corporations", Political Science Quar- 
terly, Vol. V, esp. 671-674. I may add that the article mentioned 
■was written before I had begun the present investigation, and that 
I was at the time ignorant of the fact that the general principle had 
already been discussed by some of the foreign writers. 
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affects both the ball which it propels and the cannon 
which it causes to recoil. 1 

Hence a tax never increases price by the full amount 
of the tax. When the price of the article does not 
rise, the producer bears the whole tax. But every- 
thing depends on the article, whether it is a matter of 
necessity or luxury. If the tax is levied on raw mate- 
rials it affects more or less the prices of all other pro- 
ducts. Direct taxes on producers again affect con- 
sumers very unequally. For there is no such thing 
as an equality of profits. The producers of some 
commodities can shift the burden far more easily 
than others. For the doctrine of transferability of 
capital is far more true of circulating capital than 
of fixed capital or land. Moreover Canard's analogy 
between taxes and the cupping of the arm in its 
influence on the whole body is misleading. For the 
wealth of society is not a fluid seeking its own level. 
It may rather be likened to a tree, an attack on one 
of whose branches may kill the branch without 
mortally wounding the tree. The richer the branch, 
the greater the danger to the whole tree. But an 
analogy, however good, is not a proof. Hence, con- 
cludes Say, it is very rash to affirm that a particular 
tax falls definitely on a particular class. Taxes fall 
on those who cannot escape them. But the methods 
of escape are numberless, and vary with the tax or 
with the state of the market. Nothing is more un- 
certain, nothing more variable than the incidence of 
taxation. 2 The writers of the abstract school reason 



1 "C'est 1' effort de la poudre qui agit a la fois sur le boulet qu'elle 
chasse et surle canon qu'elle faitreculer". Say, "Traite d'Economie 
Politique", 1802, Book III, Chap, x, 8th ed. (1876) p. 562. 

;''Onvoit combienil est tenieraire d' affirmer comme une principe 
general que tout impot tombe definitivement sur telle classe de la 
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on assumptions to which the every-day facts give 
the lie. 

On the other hand Say immediately follows this 
statement with the assertion that a landowner can 
never shift the tax to the consumers — a statement 
which seems to be quite as absolute as those against 
which he directs his arguments. The land tax will 
remain on the landowner because the tax cannot 
normally affect the products, and since the supply 
does not change, the price cannot. But still, Say con- 
cludes, it is impossible to lay down any general 
principles on incidence. In a machine so complicated 
as that of society taxes are paid in many an elusive 
form. 1 

Another heated opponent of Ricardo was Sismondi. 
Sismondi starts out by asserting that in the case of 
taxes on articles on consumption one can never say 
beforehand by whom they will be borne, because of 
the complexity of the conditions of the market. He 
discusses the "abstractions" of Ricardo, and espe- 
cially his theories of taxes on raw produce and wages. 
Sismondi fulminates eloquently against the absolute 
doctrines of equality of wages and profits and the 
transferability of labor and capital, — the cornerstones 
of Ricardo's theory. "What, are the farmers to 

societe. ou telle autre. . . . Les impdts tombent sur ceux qui ne 

peuvent pas s'y soustraire mais les moyens de s'y sous- 

traire varient a 1'infini. Rien n'est plus incertain, rien n'est plus 
variable que les proportions suivant lesquelles les diverses classes 
de la soeiete supportent l'impot" Ibid. 566. Remarkable to relate, 
Say has usually been considered by English and American writers 
as an exponent of the equal diffusion theory. In reality he was one 
of its chief opponents. President Walker has already called atten- 
tion to this. "Political Economy", 3rd ed., §608. 

J Dans une machine sociale un peu compliquee, l'imp6t s'acquitte 
sous bien des formes inapercues. Ibid. p. 562, note. 
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become lawyers or doctors or clockmakers because 
their wages have been reduced?" asks Sismondi. 
"Will the laborers with horny hands and robust 
bodies all leave their fields and shut themselves up in 
the factories until agricultural wages have again 
risen? Beware of this dangerous theory of equilib- 
rium. Beware of thinking it a matter of indiffer- 
ence where the burden is put. Beware of believing 
that if we tax necessaries of life, the poor will shift 
the burden on to the rich: A certain equilibrium will 
indeed be attained in the long run, — but after the 
most frightful sufferings. Before it is established 
the failures of the merchants who must abandon their 
industry will have caused the nation more loss than 
all the revenue from taxation; the misery and suffer- 
ing of the laborers will have cost the nation more lives 
than the most destructive wars. These are the terrible 
methods of re-establishing the equilibrium. It is this 
that we see when we abandon those abstractions, 
which ought never to befog a science that deals with 
the happiness and welfare of men." In such strong 
language does Sismondi endeavor to combat the theo- 
ries of the absolute school. 1 But while Sismondi is 
so heated in his criticism he does not attempt any con- 
structive work, and says that he is unable to discover 
any general principles. 

Another French writer who treated the subject, 
but in a manner far less profound than some of his 
successors, is Gamier. Gamier thinks that in the . 
long run taxes fall finally on the consumer. But he 
maintains that there are many limitations which pre- 

1 Simonde de Sismondi, "Nouveaux Principes d'Economie Polit- 
ique", 1819, Book VI, Chap. 6. I quote from the second edition 
(1827) Vol. II, 219-223. 
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vent the producer from always shifting the burden to 
the consumer. Above all he denies that the diffusion 
of taxes leads to an exemption of the taxpayers. 
"Division, diffusion and repercussion are unfortu- 
nately not the synonyms of evaporation." 1 

A far more important writer is Parieu. Parieu's 
terminology is very confusing. He is continually 
confounding the words incidence and shifting, and 
speaks of the direct and indirect incidence, by 
which he means ultimate incidence. But his mat- 
ter is far better than his form. Parieu criticizes 
those who maintain that all taxes are added to 
the cost of production and thus distributed to the 
consumers. This is false and much exaggerated, cries 
Parieu. Otherwise it would not be worth while to 
write any books on, or devote any thought to, tax- 
ation. All taxes would be alike in their results, the 
choice between them absolutely indifferent. Parieu 
maintained that it is possible to lay down one 
or two general principles, which he formulates in 
this way: 

Taxes remain in first instance on the original 
taxpayer if the taxable commodity is not susceptible 
of restriction of supply. In proportion as the supply 
can be diminished, the tax will be shifted to other 
classes. If the individual on whom the tax has been 
shifted is in his turn in a position to restrict his 
enjoyments, he will neutralize in part the effect of 

1 Gamier, "Traitede Finances", lS58;p. 38of 4tli ed.(1883). Garnier 
errs, however, in ascribing this theory to Kieardo. It was the theory 
of Canard and Thiers, not of Eicardo. It is remarkable that Canard 
has been almost completely neglected by the French writers them- 
selves. 
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this shifting, and will shift the tax either back to 
the original tax payer or on to some other classes. 
Parieu applies this leading principle to the various 
kinds of taxes. And there is no doubt that he here 
strikes the keynote of what may be called the quan- 
titative or mathematical theory which will be dis- 
cussed later on. What Parieu says is true, as far as 
it goes, and, rightly interpreted, furnishes, a clue to 
many of the difficulties of the subject. But Parieu 
himself devoted only a very few pages to the whole 
topic and made no effort to get beyond more or less 
vague generalizations. He concludes that as a gen- 
eral rule "the imposition of taxes, except in the case 
of taxes on commodities levied wholesale on the pro- 
ducer, cannot be regarded as producing a shifting 
which completely inverts the first natural effects of 
the tax. In most cases, the whole or greater part of 
the tax remains on him who pays it actually or 
ostensibly in the first or second degree of the inci- 
dence." 2 But although he did not grasp the whole 

'Parieu, "Traite des Imp6ts." I, 68 (2nd ed. 1866): "L'imp6t reste, 
au moins immediatement, a la charge de celui qui le paye, si 1'objet 
sur lequel il est assis n'est pas susceptible du restriction. II est 
rejete en tout ou partie sur d'autres contribuables, si 1'objet sur 
lequel il est assis est susceptible de restriction, et la repercussion de 
l'impot est en raison ineme de la facilite de cette restriction. Si celui 
sur lequel l'impot est reflecbi est a son tour en etat de reserrer la 
jouissance a l'occasion de laquelle il recoit le contre-coup de la taxe, 
il neutralisera en partie 1'efKt de la repercussion de 1 impdt en la 
rejetant, soit sur le contribuable primitif, soit sur d'autres." 

-Ibid. p. 83 : "L'incidence des taxes ne peut etre considered comme 
realisant, si ce n'est pour les denrees frappees en gros chez les pro- 
ducteurs, une reflexion cornpletement destructive, des premiers 
effets naturels de l'imposition. Dans la plupart des cas, tout ou 
partie de la charge reste reellement imposee sur celui qui la supporte 
visiblement et ostensiblement dans le premier ou le second degre de 
son incidence". 
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subject, and did not even develop his own principle 
successfully, Parieu deserves more than a passing 
notice as pointing out one of the most important ele- 
ments in the solution of the problem. 

The other French writers have not materially con- 
tributed to the solution of the problem. The work of 
Du Puynode is very voluminous but not very critical. 
He makes the whole subject very simple. According 
to him, taxes on land as well as taxes on houses are 
ordinarily borne by the owner. "All the imaginary 
distinctions of Smith and Ricardo are without found- 
ation." 1 Taxes on personal property or profits are 
always shifted to the consumer. Taxes on wages 
always rest on the laborer by whom they are paid 
in first instance. 2 Of course it is very easy to solve 
the questions in this way. 

The volumes of Yignes are important in many 
other branches of taxation, but his treatment of inci- 
dence is not especially noteworthy, except for the 
fact that he opposes both the theory of "scepticism" 
and that of "equal diffusion." 3 He deals however, 
mainly with the special taxes and does not seem well 
acquainted with the literature. Some of his views 
are interesting and will be noticed later on. 

Finally Leroy-Beaulieu in his comprehensive trea- 
tise on public finance rather skims over the general 
problem. We do, indeed, find a few strong passages 
scattered through the volume, but only in connection 
with special points. 4 While admitting that there is 

yDu Puynode, "De la Monnaie, du Credit, et de l'Impdt," 1853, 
II," 175. 

•Ibid. II, pp. 215, 321, 365. 

3 Vignes, "Traite des Impots en France", 4th ed. by Vergniaud 
(1880) II, pp. 68, 97, 118, and 173. 

'Leroy-Beaulieu, "Traite' de la Science des Finances", 3rd ed. 
(18S3) I, pp. 180, 413, and 769-771. 
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a certain element of truth in the "general repercus- 
sion" doctrine, he warns his readers against placing 
too much reliance on it. For anything constructive 
we search in vain. 

In Germany we find far more noteworthy contribu- 
tions to the subject. The early German writers on 
public finance, like Soden, Jakob, Fulda, Malchus, 
Biersack and Murhard may be passed over as com- 
paratively insignificant. They certainly made no 
definite impression on the course of the theory. 1 One 
of the early Germans however must be mentioned 
because of his prominence in other domains of econ- 
omic science — Von Thiinen. 

Von Thiinen devotes only a small portion of his 
remarkable work to the problem of taxation, and 
discusses iDrincipally the incidence of the land tax. 
But he is worth noticing as showing how the equal 
diffusion theory, logically developed, results in an 
absurdity. "It would seem then," he says, "that the 
state can increase its taxes to any conceivable extent, 
without harming the community, since every active 
citizen would bear the tax only nominally if he were 
simply to advance the tax without paying it in last 
instance. But this remarkable conclusion" adds 
Thiinen "depends on the assumption that after the 
imposition of the tax the consumption of commodities 
remains the same. And that is, of course, the weak 
point in the theory." 2 

lr rhose who desire to study in detail the views of these rather un- 
important writers are referred to the books of Kaizl and Falck who 
deal especially with the German authors. 

2 Es scheint demnach class der Staat die Abgaben bis 

aufs aiisserste erhohen konne ohne dadurch das Wohl des Ganzen 
zn gefahrden indem von alien seinen thatigen Burgern kein Ein- 
ziger dadurch bedriickt wird, weil Jederdie Abgabenur vorschiesst, 
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With Rau, however, we come to some positive 
results. Rau lays down his conclusions in the seven 
following principles: 1. A tax can be shifted only 
when it induces the majority of the taxpayers to a 
uniform conduct, which brings about a change in 
supply and demand. 2. A tax assessed on the income 
of an entire class cannot be easily shifted to the ven- 
dors of certain goods, because the restriction of the 
taxpayers' expenses affects different commoditiesj 
unequally, so that the slight decrease of the demand 
will often be counterbalanced by a decrease, of the 
supply. 3. Taxes will be shifted most easily on the 
consumers when all the sellers see themselves equally 
forced to make good the tax by decreasing supply, as in 
the case of customs duties. 4. Taxes on classes with 
fixed incomes, like public officials, cannot possibly be 
shifted. 5. Taxes which are not assessed according 
to the quantity of goods for sale are less easily shifted 
than others. 6. In taxes on rent, the source of 
profits, wages or profits the important consideration 
is whether the tax-payer can escape the tax through 
a change in investments. 7. The transference of 
taxation cannot excuse an unjust system of assess- 
ment, because (a) the shifting is often more apparent 
than real, (b) if only a few taxpayers are assessed too 
high or too low, prices will not be affected, (c) in the 
interval many hardships are sure to ensue, and (d) 

nicht selbst bezahlt Die Schliisse wodurch wir dieses 

sehr aufEallende Resultat erhalten, beruhen auf der Voraussetzung 
dass nach der Einfiihrung der Abgabe die Consumtion dieselbe 
bleibt". v. Thunen, "Der isolirte Staat". I (3rd ed. 1875), 337. The 
first edition was published in 1826. Of. the French translation by 
Laverriere: "Eeoherches sur l'influence que le prix des grains, la 
richesse du sol et les imp6ts exercent sur les systemes de culture", 
(1851) p. 292. 
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even a complete shifting of a high tax is not without 
bad results because it often diminishes both produc- 
tion and consumption. 1 These principles of Rau are 
very far removed from the absolute theories of 
Ricardo, and they are of considerable help in the 
investigation of special problems, as we shall see 
later on. 

More important, and in some respects the most 
suggestive of the works hitherto considered, is the 
book of v. Hock. Hock was the first to analyze and 
define the various kinds of shiftings — the shifting 
forwards, the shifting backwards and the shifting off, 
terms to which allusion is made in the introduction. 2 
He maintains that from the standpoint of the tax- 
payer the tax must always be a part (1) of the cost 
of production of the commodity taxed, (2) of the gen- 
eral business expenses, (3) of the cost of subsistence, 
or (4) a burden on the net revenue or income. Exam- 
ples would be, respectively, a tax on the manufac- 
ture of spirits, a license or business tax, a poll or house 
tax, and an income tax. In general, taxes of class 
one, class two, and of class three in so far as the nec- 
essaries of life are concerned, are virtually additions 

JRau, "Grundsate der Finanzwissenschaft," 1832; 5th ed. (1864), 
111,412-417. The 6th point reads as follows: "Insbesondere kommt 
es bei Steuern, die den Ertrag einer einzelnen Giiterqnelle zu treffen 
bestimmt sind, darauf an, ob der Besteuerte dureh eine anderwei- 
tige Verwendung jener Quelle oder andere Einrichtungen der Auf- 
lage ausweichen kann. Dies wircl in vielen Fallen dureh die 

Beschaffenheit des werbenden Yermogens verhindert 

Desshalb bleiben die meisten Steuern auf den Renten des werbenden 
Vermogens liegen, die auch wirklich den grSssten Theil des steuer- 
baren Einkommens ausmachen, oder werden noch auf sie hinu- 
bergewalzt". 

2 He termed these: Fortwalzung, Ruckwalzung and Abwalzung — 
all of them modes of TJeberwalzung or shifting. 
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to the cost of production and will thus tend to be 
shifted to the consumer. But there are many excep- 
tions to the general rule, which may be summed up 
as follows: 1 (A) There will be no shifting in general 
and for a long period when the tax is so high as to pro- 
duce a decrease of demand, or a substitution of infe- 
rior products on the part of the consumer. (B) There 
will be no shifting temporarily when the state of the 
market changes so that the price of the articles falls 
below the price before the tax was imposed. (C) The 
exceptions to the shifting of tax on necessaries of 
life are far more frequent and dangerous to the 
laborer, than the above exceptions to the producer. 
For wages frequently vary, and an increase of price 
in the necessaries of life joined with a low rate of 
wages has the most lamentable results. 

While Hock, therefore, accepts in general the cost 
of production theory of taxation, he is by no means 
a follower of Canard or Thiers. He confesses 
that in the long run the shifting of some taxes 
will produce an equilibrium, — only it is not a fixed 
equilibrium, but one that is continually disturbed by 
the conditions of the market, and completely over- 
thrown by every important economic reform. Above 
all it is not to be assumed that this equilibrium is 
necessarily just or even beneficial from the economic 
point of view. For under certain conditions the 
shifting of taxation may increase, and not decrease, 
the original injustice. The optimistic theory of dif- 
fusion is utterly untenable. 2 

2 Hock, "Die offentlichen Abgaben and Schulden", 1863, 91-96. 

ll 'Es ist allerdings wahr, dassdie Uberwalzung der Steuern zulezt 
eine Ausgleicliung zur Folge liabe, allein das hierdurch. hergestellte 
Gleichgewicht ist ein labiles, das jeden Augenblick durch die Sch wan- 
kungen des Marktes gestort und durch jede tiefer greifende wirth- 
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Prince-Smith seeks to solve the problem in some- 
what the same way. Prince-Smith ridicules the dif- 
fusion theory which virtually maintains that the 
burden of taxation, like the ball in the game of shut- 
tlecock and battledoor, is continually thrown from 
hand to hand, and always remains suspended 
in the air without ever falling on anybody. 1 On the 
contrary the shifting of taxation depends on certain 
conditions. It can take place only through increase 
of price. But the increase of price can be due only 
to increased demand or decreased supply. The pro- 
ducer cannot increase the demand. Therefore he 
must reduce the supply. Apart from the question of 
outlets in international trade, this is possible only 
through limitation of production, i. e. transfer of 
capital and labor to other occupations. The whole 
problem of shifting thus reduces itself to the ques- 
tion: which is more injurious — to bear the tax with- 
out shifting, or to suffer through the limitation of 
production. In general a tax will be shifted only 
when the transfer brings in more than it costs. In 
other words the whole question of incidence is, ac- 
cording to Prince-Smith, simply a question of calcula- 
tion. He applies his theory to practical cases and 
thinks that the land and house tax cannot be shifted, 
that the indirect taxes or taxes on wages can be 
shifted only through the bankruptcy of the weakest; 
— and bankruptcy of the laborer means starvation 

schaftliche Reform ganz aufgehoben wird Es kann 

unter gewissen politischen und comrnerciellen Vorbedingungen die 
Steuer durch f ortgesetzte Ueberwalzungen eben so leiclit ungerechter 
und schadlicher werden als das Gegentheil". Ibid. 108-109. 

1 Prince-Smith, "Ueber die Abwiilzung", in Vierteljahrschrift fur 
Volkmirtlischaft und Kulturgeschichte, XIII (1886), 130. Also re- 
printed in his "Gesammelte Schriften", 1877, I, 43-61. 
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and death. As a protest against the absolute and 
diffusion theories Prince-Smith makes a strong case, 
although some of his own positions are not always 
tenable. 

The most recent German writers on public finance 
have, with few exceptions, done very little to advance 
the investigation. Roscher follows in the main the 
exposition of the English school. 1 Schaffle deals 
chiefly with the question of capitalization, and has 
already been referred to. a Wagner, even in his last 
edition, bases his exposition primarily on the works 
of Rau and Hock, and does not really get beyond 
them. 3 Colin contents himself with a few vague gen- 
eralizations which are of extremely little use. 4 In fact, 
the recent German literature is significant mainly 
for the fact that it attempts, sometimes very success- 
fully, to glide over and evade the difficulties of the 
problem. In so far as any positive views are to be 
found in the books of Kaizl and Falck mentioned 
above, they will receive due attention later on. 

The English writers who have not yet been men- 
tioned, may be passed over with a few words. Rich- 
ard Jones was one of the first to deny the Ricardian 
doctrine of incidence, as he was the first to dispute 
Ricardo's theory of distribution. He confined himself 
almost exclusively to the tax on wages or on consuma- 
ble commodities. Jones maintains that it is impos- 
sible to tell beforehand "the ultimate incidence of a 
tax on wages. It depends on their effect upon the 
movements of population. If the tax be laid on 

Eoscher, "Finanzwissenschaft", 1886, §§38-43. 
2 Schaffie, "Steuerpolitik", 1880, 173-192. 
3 Wagner, "Finanzwissenschaft", II, (2nd ed. 1890), 332-372. 
"Cohn, "Finanzwissenschaft", 1889, 384-311. 
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wages under circumstances in which it would not 
affect the movement of population, but would be met 
by a sacrifice of secondary gratifications the tax would 
not be shifted. Only in the reverse case would the 
tax be shifted from wages to profits. 1 

Already before Jones, David Buchanan had contro- 
verted some of Adam Smith's doctrines on incidence. 
He takes exception to the distinction between the 
ground rent and the building rent in the house tax. 2 
But above all he opposes the view that a tax on labor 
will produce a corresponding rise in wages. If wages 
were always at the bare minimum point, then indeed 
the doctrine might be true. But "while the wages of 
labor affords comforts and even luxuries, the laborer 
will always possess a fund for the payment of taxes". 
"All taxes on labor or on such commodities 
as the laborer consumes take effect by abridging 
his comforts. They increase the hardships and tend 
generally to degrade the condition of the laboring 
classes." 3 And we have seen that the argument 
of Buchanan induced Ricardo to make a qualification 
of. his rigid theory. 4 

James Mill is, on the whole, a follower of Ricardo. 
although he makes a distinction in some points. 
Thus Mill maintains that a tax on rent falls on rent, 
but a tax on produce or on farmers' profits is shifted 
to the consumer. So also a tax on profits of stock 

'Jones, Tract on the incidence of taxes on commodities that are 
consumed by the laborer. In "Lectures and Tracts on Political 
Economy", 1858, 143 and 277. 

2 David Buchanan, Edition of Adam Smith's "Wealth of Nations", 
III, (2nd ed. 1817), 309. 

3 Ibid. 338-339; and Buchanan, "Observations on the Subjects 
Treated of in Dr. Smith's Inquiry", etc. (2nd ed. 1817), 59-64. 

i Supra. ) p. 37. 
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will fall on profits. On the other hand Mill accedes 
to Ricardo's theory of the tax on wages only on the 
assumption that wages are at the lowest point to 
which they can be reduced. Otherwise, he thinks, a 
tax on wages will not be shifted to profits. 1 

Senior confines his observations to a few points 
only. He agrees that taxes on manufactured com- 
modities raise the price, generally by a sum exceed- 
ing the amount of the tax. But he takes issue with 
Ricardo with regard to a tax on agricultural produce. 
Senior maintains that while the immediate effect of 
such a land tax is to raise price, its ultimate effect is 
to diminish the consumption and production of raw 
produce but to leave its price unaffected. Tithes will 
therefore not be shifted to the consumers. 2 

John Stuart Mill keeps, in the main lines, to the 
arguments of his predecessors. He assumes perfectly 
free competition, and the complete transferability of 
capital; and on this builds up the whole superstruc- 
ture. He also follows Ricardo except in three points. 
In the first place he accepts Senior's emendation of 
the doctrine of tithes, confessing that in the long run 
the incidence is on the landowner, and not the con- 
sumer. Secondly he accepts the view of his father 
as to the incidence of a tax on wages. Thirdly he 
analyzes more closely the incidence of taxes on 
exports and imports. 3 

McOulloch displays a little more independence 
only in one point. A special tax on profits will not 
necessarily raise prices, as Ricardo has said, but may 

Barnes Mill, "Elements of Political Economy", (3rd ed. 1844), 
Chap, iv, Sec. v-xii. 

2 Senior, "Political Economy", (6th ed. 1873), 120-124. 

3 J. S. Mill, "Principles", Bk. V, Chap, iv, §4; Chap. iii. §4 and 
Chap, iv, g6. 
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lead to a reduction of cost, instead of being shifted 
to the consumer. McOulloch points out that the 
producer will endeavor to meet the pressure of the 
tax and thus defeat it by exerting greater skill and 
industry, by an increased facility of production or a 
saving of expense, so that the tax would not continue 
to fall on the producer; nor again would it fall on the 
consumer. 1 In reality this doctrine of McCulloch 
explains, not any process of shifting, but what we 
termed in the introduction, the "evasion" of taxation 
which is a very different thing. This idea of evasion 
may thus be said to have been introduced into scien- 
tific discussion by McCulloch. 

The treatment of the subject by Fawcett is remark- 
able first for its exaggeration of some of the mis- 
takes of the older economists, as e. g. the contention 
that a tax on commodities raises prices far beyond 
the amount of the tax, and secondly for the very 
confused ideas on the incidence of local taxation. 2 
As both these points will be treated of fully later on, 
we may omit them here. 

An able criticism of the older absolute theories 
is to be found in the work of Cliffe-Leslie. Cliffe- 
Leslie pointed out that the older conclusions were 
frequently too rigid. "The theoretical canons com- 
monly applied to determine the incidence of taxes 
. are often misleading. They furnish us 
simply with inferences from ideal 'average' or 
'natural' rates of wages and profit, respecting the 
'tendencies' of taxes 'in the long run' and in the ab- 

1 McCulloch, "A Treatise on the Principles and Practical Influence 
of Taxation and the Funding System", (3rd ed. 1863), 72. 

2 Fawcett, "Manual of Political Economy", (6th ed. 1883), esp. 551 
and 613. 
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sence of disturbing causes.' But taxes are paid 
immediately, under the real conditions of life, and 
out of the actual wages or profits or other funds of 
individuals, not out of hypotheses or abstractions 
in the minds of economists". 1 Cliffe-Leslie called 
attention to the effects of what has been termed 
"economic friction" in neutralizing the working of 
supposed immutable laws and in producing practical 
effects the very reverse of those assumed. He con- 
fined his arguments, however, chiefly to a few taxes, 
and his own constructive work is not very elaborate. 
His special doctrines will be noticed below. 



VIII. — The Negative or Agnostic Theory. 

The ablest expounder of this theory is Adolf Held. 
Held's discussion of incidence is based on a denial of 
cost of production as a condition of normal profits. 2 
He follows Schaffle in generalizing the rent concep- 
tion, and is in so far a forerunner of the recent Eng- 
lish and American writers who adopt the same idea. 
This conception, applied to profits, results in the 
theory of greatest cost and in the explanation of 
profits as the difference between greatest cost and 
market price. Held however does not draw the cor- 
rect conclusions from his theory. He was an acute 
thinker and a man of the noblest ideals; but he became 
so imbued with the idea that all the old political econ- 
omy was worthless that his strictures are as often 
false as true. Like so many of the younger Germans 

ir r. E. Cliffe-Leslie. The Incidence of Imperial and Local Taxa- 
tion on the Working Classes. In his ' Essays in Political and Moral 
Philosophy", 1879, 192. 

2 Held, "Zur Lehre vonder UeberwalzungderSteuern". TvMnger 
Zeiischrift fur die gesammte Staatswissenschaft, 1868, 422-495. 
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he was stronger in criticism than in construction; and 
his own positive contributions to pure theory are not 
very profound. His whole treatment rests on a mis- 
understanding, which sometimes almost seems a 
wilful perversion, of the doctrine of cost of produc- 
tion. It would not repay us to discuss all his points 
in detail, as even the. Germans themselves, who were 
at one time deeply impressed Avith his views, have 
now repudiated his extreme doctrines. His conclu- 
sions are chiefly negative, and may be summed up in 
the confession that we can know nothing about the 
whole subject of incidence. 1 From Held therefore 
we can learn nothing positive. 



IX. — The Socialistic Theory op Incidence. 

It is worth while also to mention the socialistic 
theory of incidence, especially as developed by 
Lassalle. Lassalle devotes himself primarily to the 
consideration of the laborer's interests. He calls 
indirect taxes all those which are not assessed 
directly on individual income or.property and includes 
under the heading indirect taxes not only all taxes 
on consumption but also land and business taxes. 
All these indirect taxes fall ultimately on the poorer 
classes of society, because the German laborer has 
not sunk quite so low as Irish workman or Indian 
ryot, and because a little more can be taken from his 
wages before reducing him to starvation. Smith and 
Ricardo, who are correct enough in their theory of 
the incidence of taxes on produce, are mistaken here, 



1 Qf. as a sample the following conclusion: "Ueber die Abwiilzung 
der Kapitalzinssteuer liisst sich also gar nichts sagen, sie lasst sich 
nicht einmal allgemein leugnen." Ibid. 48!. 
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says Lassalle. For it is a scientific fact that wages 
are always the last to rise in price as compared with 
other commodities. It is therefore the laborer who 
bears all the so-called indirect taxes, — i. e. the major 
part of all taxes. 1 



X. — The Quantitative or Mathematical Theoky. 

The authors who have in some respects, and within 
a limited field, done the best work in the study of 
incidence of taxation are precisely those who have 
hitherto generally been overlooked. 2 They may be 
called for lack of a better name the quantitative or 
mathematical school. 

Of these by all means the ablest and most sugges- 
tive is Cournot. Cournot started out from the assump- 
tion that the whole theory of incidence of taxation 
is an integral and a necessary part of the general 
theory of value. In his earliest and most profound 
work, 3 in which he first laid down so many of the 
principles which to-day form the chief part of 
the so-called new doctrines in pure economics, he 
attempted to apply his theory of value to the study 
of taxation. He studied commodities under the 
regime of monopoly and of competition respectively, 
and applied the methods of differential calculus to 
ascertain what influence an increase in the supply 
price of any commodity — as e. g. a tax — would have 

'Lassalle. "Die indirekte Steuer and die Lage der arbeitenden 
Klassen", 1863, pp. 9, 36, 41, etc, 

2 Not one of the recent German or French elaborate works in 
finance refers to a single member of this school. Kaizl and Falck 
also neglect them completely. 

'Cournot, "Recherches sur les Principes Mathematiques de la 
Theorie des Richesses", 1838, Chaps. 6 and 8. 
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on the producer as well the consumer. He analyzed 
the laws of constant, increasing and diminishing 
returns in their relations to this influence, and he 
came to some important conclusions which will be 
discussed later on in the body of these articles. 

Nevertheless, while it is undeniably a relief to read 
the clear cut and precise doctrines of Cournot as com- 
pared with the vague and misty generalizations of 
many writers of the eclectic school, Cournot' s study 
of incidence is by no means adequate. It is good, as 
far as it goes, — but it does not go far enough. Cour- 
not' s whole study is practically a discussion of the 
incidence of a tax on commodities, — or as we would 
say of a certain class of indirect taxes. He fails to 
remember that there are other taxes besides those on 
commodities and profits; and that to regard a tax as 
raising the normal supply price or cost of production 
of a commodity by no means exhausts the possibili- 
ties of the case. It is true indeed that in a later 
work 1 he attempts to discuss the incidence of taxa- 
tion in less mathematical form, and to extend the 
discussion to other taxes. But the attempt is far 
from successful. In certain cases, as e. g. the tax on 
buildings, his views are positively erroneous. Whole 
classes of taxes are completely omitted — like the tax 
on wages, etc., — and no attempt is made to lay down 
any general conclusions. But in so far as the study 
of indirect taxation is concerned, Cournot's book has 
never yet been surpassed. 

Some of Cournot's ideas were further developed 
by another French mathematician, Fauveau. Fau- 
veau, however, added practically nothing except a 
series of elaborate mathematical formulae, and he is 

1 "Principes de la TMorie des Eichesses", 1863, Book III, Chap. 8. 
6 
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to be noticed in the main only because of bis ener- 
getic opposition to the optimistic theory. "The dif- 
fusion of taxes", says he, "cannot render taxes 
proportional any more than the diffusion of light 
makes a room equally illuminated in every part what- 
ever be the position of the candle." 1 And Fauveau 
concludes rather sadly that it is quite as easy for an 
originally equal tax to become unequal in its opera- 
tion, as for an originally unequal tax to become equal 
in its operation. 

Many years later an attempt of a similar nature 
was made by an English mathematician, Fleeming 
Jenkin. Jenkin's essay, however, is exceedingly 
short, and deals mainly with what he calls taxes on 
trade, but what are virtually taxes on commodities. 
Although he evidently knew nothing of Cournot, 
Jenkin also made use of diagrams based on a combi- 
nation of the demand curve and the supply curve. 
He concludes that "the ratio in which a tax on com- 
modities falls on sellers and buyers is simply the ratio 
of the diminution of price obtained by the sellers to 
the increase of price paid by the buyers". 3 In his 
treatment of taxes on land and on houses Jenkin 
fails to make any of the qualifications which alone 
can give the results practically true in every-day 
life. And above all he entirely omits other taxes 

1 G. Fauveau, "Considerations Mathematiques sur la Theorie de 
l'Impot", Paris, 1864, 58. "La diffusion de l'impot nous parait-il, ne 
peut pas le rendre en definitive proportionnel pas plus que la diffu- 
sion de la lumiSre ne fait qu'une chambre est eclaircie egalement en 
tous ses points quel que soit l'endroit de cette chambre ou l'on a 
place une bougie". 

2 Fleeming Jenkin, "On the Principles which Regulate the Inci- 
dence of Taxes." Proceedings of the Royal Society of Edinburgh, 
Session 1871-72, 618-631. Of. also his "Recess Studies" for his 
Demand and Supply schedule. 
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and makes no attempt to give general laws of inci- 
dence. But in regard to the special point of the in- 
fluence of taxes on cost Jenkins remarks are sugges- 
tive and will be considered later on. 

Finally in 1882 a young Italian economist, Panta- 
leoni, devoted a whole volume to the study of inci- 
dence of taxation. 1 He, also, was ignorant of the 
work of Cournot; but attempted to base his whole 
theory on the doctrine of cost of production worked 
out on arithmetical lines. Pantaleoni devotes over 
half the work to what is really a part of pure eco- 
nomic theory — the doctrine of value — and then pro- 
ceeds to discuss the incidence of some of the chief 
separate taxes. It is the most comprehensive work 
ever published on the general subject, although, 
strange to say, it has hitherto never received any 
consideration outside of Italy itself. While there is 
a great deal of acute and original thought in the 
monograph, the work suffers severely from the fact 
that it attempts to build up the whole edifice of inci- 
dence on economic theories which are either obso- 
lete, or when new, often erroneous. Thus his whole 
treatment of the tax on profits is rendered almost 
worthless by the erroneous doctrines of profits that 
he espouses. So again his treatment of the land and 
house tax is neither exact nor correct. It may in 
fact be affirmed that many of the doctrines upheld 
in the work no longer represent the views of the au- 
thor to-day. 2 We omit in this place a detailed state- 

1 Maffeo Pantaleoni, " Teoria della Traslazione dei Tributi. Defi- 
nizioni, Dinamica e Ubiquita della Traslazione". Rome, 1882. 

2 In answer to a recent letter of the present writer stating that he 
did not agree with several of the doctrines laid down in the work, 
Prof. Pantaleoni replied: "I do not agree with myself", and 
intimated that his present views differ from those expressed in the 
book. 
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merit of the special doctrines, as we shall have occa- 
sion to revert to them constantly in the following 
essays, for the purpose both of approval and. of dis- 
sent. With all its faults Pantaleoni's work contains 
by all means the best existing treatment of the inci- 
dence of taxation, as a matter of pure theory. 

Of the recent so-called exact or mathematical 
school in political economy scarcely any one has made 
any applications to the theory of incidence of taxa- 
tion. Neither Jevons nor any of the Austrian wri- 
ters like Menger, Wieser, Bohm-Bawerk or Sax has 
made use of his theory of value to explain the doc- 
trines of incidence. Walras, indeed, refers to the 
works of Cournot and Dupuit in relation to the theory 
of monopoly taxes, but his own treatment is too sim- 
ple a one. According to Walras a tax on land, owing 
to the theory of the rent charge, rests only on the 
original owners. A tax on wages rests on the wage- 
earner, because the theory of capitalization is not 
applicable here. A tax on what he calls artificial 
capital or interest is nothing but an indirect tax on 
consumption because it is inevitably shifted. Taxa- 
tion can really hit only "natural wealth", i. e. either 
agricultural rent or wages. 1 

Among English writers Marshall is the only one 
who has called attention to the connection between 
the doctrine of incidence and the general law of 
value. 2 He follows Cournot very closely indeed, but 
has enriched the discussion with some interesting 
diagrams. Everything that was said above by way 

JLeon Walras, "Theorie Critique de 1'Impot", 1861, 31-57. In his 
"Elements d'Eoonomie Politique Pure", M. Walras seems to have 
altered his opinion, but still clings to the rent charge theory. 2nd 
ed. (1889), 506-520. 

'Marshall, "Principles of Economics", 442, note 2. 
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of criticism of Cournot may be repeated as --equally 
true of Marshall. However Marshall's whole treat- 
ment of incidence is very fragmentary and is confined 
to one particular point, as will be seen hereafter. 
But it must be remembered that Marshall expressly 
reserves his study of incidence for a future volume. 
The most recent work on the topic is by Conigliani. 1 
But Conigliani devotes himself primarily to the wider 
subject of the general effects of taxation. And in 
so far as he speaks of shifting and incidence, he 
avowedly attempts to give only the "abstract, gen- 
eral theory," apart from any application to any 
existing systems of taxes, and apart from any "excep- 
tional, transitory or irregular" phenomena. The 
result of such a method of study, based on the recent 
Austrian theories of subjective value, is partly a 
series of the baldest truisms in which we cannot, 
even with the best of will, discern a single advance 
in theory, and partly a statement of tendencies 
couched in such very general terms as to be of virtu- 
ally no use in the elucidation of practical problems. 
We include Conigliani under the mathematical 
school only because he himself professes to be among 
its followers. But it would be fruitless to enter into 
the details of his work. It is of a far different calibre 
from those of Cournot or Pantaleoni. We give as an 
example his final conclusion: "A tax of given inten- 
sity and extension, falls with the less intensity and 
extension on individual economies, and produces a 
less unequal effect on economic society, in proportion 
as society is more developed. The incidence, when 
it does not have a considerable extension or intensity, 

•C. A. Conigliani, "Teoria generale degli Effetti Economici delle 
Imposte. Saggio di Economia Pura". Milan, 1890. 
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assumes the less easily the character of a change in 
activity, in proportion as society is more advanced. 
Finally the change in consumption will take place 
with greater disturbance of the equilibrium in the 
degree of the satisfaction of wants, and therefore 
with less change in the internal arrangement of indi- 
vidual economy, in proportion as the social environ- 
ment in which these changes of taxation take place 
is more advanced". 1 And this Conigliani tells us 
"completely exhausts the general theoretic problem 
of the effects of taxation". If this were true we 
might feel tempted to say that we had better leave 
unstudied "the general theoretic problems." 

1 "Un 'imposta di data intensita ed estensione, 6 tanto meno in- 
tensamente ed estesamente incisa su alcune economie, e lo & tanto 
menodisegualmentesulla societa eoonomioa complessiva quanto phi 
questa e evoluta. L'incidenza poi, quando essa non abbia una con- 
siderevole estensione ed intensita, assume tanto meno facilmente il 
carattere di un mutamento nell' attivita, quanto piu la societa e 
progredita. Inflne il mutamento nel consumo si avvera con tanto 
maggiore violazione dell' equilibrio dei gradi di soddisfazione dei 
bisogni e quindi con tanto minore alterazione dell' ordinamento 
interno dell' economia individuale, quanto piu progredito e l'ambi- 
ente sociale in cui si immagini il mutamento di imposta." p. 276. 



CHAPTER II. 

TAXES ON AGRICULTURAL LAND. 

The assertion is frequently made that the American 
farmers are taxed out of all proportion to their ability 
to pay. This is due chiefly to the fact that they have 
to assume to a large extent the burdens of the other 
taxpayers. Outside of the rural districts the great 
mass of personal property consists of intangible per- 
sonalty, which as a rule escapes taxation almost 
completely. 1 In the rural districts, on the other hand, 
the great mass of personalty consists of visible tan- 
gible property used by an agricultural community. 
The country landowner who is generally assessed 
also on his visible personalty must thus pay over and 
above his just proportion of the public dues an addi- 
tional share which ought to have been assumed by 
the owners of intangible personalty. What is a 
real property tax in the rest of the state becomes a 
general property tax for the farmer. 

The force of this contention is sought to be weak- 
ened by the commonly accepted doctrine that the tax 
on the farmers' property is diffused throughout the 
community. The farmer will add the tax to the pro- 
ducts of his farm, and will in this manner recoup 
himself for the original outlay. The tax will be 
shifted, so runs the argument, from the producer to 
the consumer; and since everyone is a consumer, the 

1 Cf. my article on "The General Property Tax". Political Science 
Quarterly, Vol. V, 24. 
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tax will virtually fall on the community at large, 
and is hence a just and equal tax. 

This argument is a surprisingly weak one although, 
strange to say, its chief weakness has not hitherto 
been pointed out. Even granting for the moment 
that the tax will be shifted in its entirety by being 
added to the price of agricultural products, it would 
fall on individuals only in so far as they were consu- 
mers of these products. In other words if this were 
the only tax it would be a tax on consumption, that 
is on expense. 1 Now of all bases of taxation expen- 
diture is by all means the least equitable. What a 
man spends is absolutely no criterion of what he is 
able to contribute to the burdens of the state. It 
bears no fixed relation to taxable capacity. What- 
ever we regard as the test of individual faculty — 
whether property, product or income, — not one of 
these has any assignable proportion to expenditure. 
If one man has triple the property or income of 
another but whether through thrift or miserliness 
spends only the same amount, it surely cannot be 
said that the taxable capacity of the latter is equal to 
that of the former, especially if the latter spends up 
to a very narrow margin of his revenue, as frequently 
occurs. In the one case there is a reserve fund 
available for future exigencies which is entirely 
lacking in the other, and which completely alters his 
obligations to the community. Moreover, it is a well 
known fact that differences in expenditures are rarely 
so great as differences in property or income. A tax 

1 This "was already seen in the seventeenth century by Sir William 
Petty, who says: ' 'A land tax resolves itself into an irregular excise 
upon consumption, that those bear it most "who least complain." 
See above, p. 15. 
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on consumption alone would therefore fall with 
increasingly crushing force on all those classes whose 
expenses swallow up almost their entire income, or 
perhaps even encroach on their capital. I do not of 
course mean to argue against the advisability of 
taxes on consumption as a part, and because of cer- 
tain other advantages even a desirable and necessary 
part, of a tax system. My contention is directed 
against expenditure as the theoretical basis of all 
taxation. A tax on real estate only is, according to 
this doctrine of incidence, a tax on expenditure. It 
reaches only the poorer classes of society and exempts 
in ever increasing proportion the earnings or the 
property of the wealthy. And in so far as the 
farmers themselves belonged to the poorer classes 
they would bear a disproportionate share of the bur- 
dens. Thus the single tax on real estate just because 
of its supposed diffusion throughout the community 
would become the most unjust and oppressive of all 
taxes. 

But in reality, of course, the whole supposition is 
incorrect. There is no such general shifting. The 
tax on the rural landowner will often tend to stay 
where it is put. 

The question of the incidence of the land tax pre- 
sents comparatively few difficulties. Since the 
time of Ricardo it has been treated frequently 
and, on the whole, with success. But it is remarka- 
ble that the writer who has discussed the subject 
with the greatest clearness and subtlety from the 
abstract view- — the Spanish economist, Florez-Estrada 
— should have remained practically unknown to this 
day. 1 Nevertheless both Florez-Estrada's and Ri- 

1 D. Alvaro Florez Estrada, "Curso di Economia Politica". 2 vols. 
Published originally in London, 1828. I quote from the sixth edi- 
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cardo's doctrines require some qualification in order 
to fit them to the actual conditions of every-day life. 
Theoretically there may be five different kinds of 
land taxes: 

I.- — Tax on economic rent. 
II. — Uniform tax according to quantity or quality. 
III. — Tax on gross produce, e. g. a tithe. 
IV.- — Tax on agricultural profits. 
V.. — Tax on the property or selling value. 1 

I. — Tax on Economic Rent. 

If land be taxed according to its pure rent, virtu- 
ally all writers since Bicardo area greed that the tax 
will fall wholly on the landowner, and that it cannot 
be shifted to any other class, whether tenant-farmer 
or consumer. Since land on the margin of cultiva- 
tion pays no rent in the economic sense, and since 
the no-rent land fixes the price of all produce, a tax 
on rent cannot affect the price of agricultural pro- 
duce and can therefore not be shifted. This point is 
so universally accepted as to require no further dis- 
cussion. 2 

But a tax on pure rent is very rare. The more dif- 
ficult questions arise when a tax is assessed so as to 

tion, published in Madrid, 1848. An excellent French translation 
was made by L. Galibert under the title "Cours eclectique d'econo- 
mie politique 6crit en Espagnol", and published in three volumes in 
Paris, 1833. Pantaleoni is the only writer that has referred to 
Florez-Estrada, but he makes no efforts to qualify any of the con- 
clusions. 

1 Florez Estrada makes a slightly different division. See his work, 
"Del Consumo de la Riqueza", Cap. v., De la Contribucion sobre 
la propriedad territorial, II, 328. 

2 Ricardo, "Principles of Political Economy and Taxation", 
Chap. 10. 
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include not only the rent of the landowner but the 
profits of the tenant farmer, or — as the case would be 
in America where landowner and farmer are one — 
where the tax is assessed according to the value of 
the property. For the market price of land is equal 
to the capitalized value of its economic rent plus the 
profits. 

Ricardo maintained that when a land tax is assessed 
on the value of the land, or is imposed on gross pro- 
duce or on quantity, it will always be a tax on pro- 
duce, and consequently raise prices to the consumer. 1 
This doctrine has generally been adopted by his suc- 
cessors. In reality, however, the matter is not so 
simple. 

Let us take up: 



II.- — The Uniform Tax According to Quantity or 

Quality. 

In this case, as Florez-Estrada has pointed out- 
there are four possible results, viz.: 1. not only the 
tax but a sum over and above the tax may be shifted 
to the consumer; 2. the exact amount of the tax 
may be shifted to the consumer; 3. the tax may be 
divided between producer and consumer; 4. the tax 
may fall entirely on the landowner. 

The first case would be that of a fixed tax of so 
much per acre without distinction of value, as was 
true in some of the American commonwealths in the 
eighteenth century, especially Vermont and North 
and South Carolina. Suppose that there were three 
tracts of land producing wheat of the same quality, 

~^im., Chap. 12. 

2 French translation, Vol. Ill, 221 et seq. 



92 On the Shifting and Incidence of Taxation. [210 

but owing to a difference of fertility yielding- respec- 
tively ten, twenty and thirty bushels to the acre; and 
let us further suppose that this quality of wheat was 
worth fifty cents a bushel. Tract A would thus yield 
five dollars an acre, tract B ten dollars and tract C 
fifteen dollars. If a tax of fifty cents an acre was 
imposed on all the land, the owner of tract A would 
have to obtain for his produce $5.50 or cease culti- 
vating-. But if the price of ten bushels were $5.50, 
the price of the twenty bushels produced on tract B 
would have to be $11.00, and of the thirty bushels on 
tract C $16.50, since the price of the bushel would 
always be fixed by the expenses of tract A, i. e. 55 
cents. The owner of tract B would thus pay in 
taxes 50 cents more than before, but would obtain 
from the public one dollar more than before, that is 
he would make the consumer pay to him a sum over 
and above the amount of the tax. So again the 
owner of tract C would pay in taxes 50 cents more 
than before, but would obtain from the public one 
dollar and a half more than before. A uniform tax 
on quantity therefore inevitably takes out of the 
pockets of the consumer more than it puts into the 
hands of the tax collector. 1 

The second case would occur when the tax was not 
a uniform tax according to quantity, but a tax per 
acre graded into several classes according to quality, 
as for instance in Kentucky and Connecticut during 
colonial times. 

If e. g. in the above case the tax per acre 

on grade A were 50 cents, on grade B $1.00, and on 

grade C $1.50, then not only would the price of 

wheat remain as before at 55 cents per bushel, but 

^icardo had already called attention to this in Chapter xii. 
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the amount of taxes paid by the landowners would 
exactly equal the increased price obtained from the 
consumers. Hence, whenever a land tax is graded so 
as to follow with precision the differential adA r antages 
of production, the tax will be shifted entirely to the 
consumers, without causing them any additional loss. 
In practice, of course, such gradation of the tax has 
always been very rough, so that it is very unlikely 
that the exact amount of the tax and no more is 
shifted to the consumers. 

The third case — that of division of the tax between 
producer and consumer — will arise when the graded 
acreage tax is imposed in such a manner that the pro- 
gression of the tax exceeds the augmentation in 
price. If e. g. grade A were assessed at 50 cents, 
grade B at $1.25, and grade C at $2, the consumers 
would still have to pay more than before the imposi- 
tion of the tax, but the owners of grades B and C 
would make less profits than before. The degree in 
which landowner and consumer would share the tax 
would depend entirely on the rate of the graduation 
or progression of the tax. 

Finally, the fourth case — that of the tax resting 
entirely on the landowner — would occur on the sup- 
position (which manifestly is a purely hypothetical 
case) that the lands of inferior quality were free of 
tax. For since such lands fix the px*ice of wheat the 
owners of better lands could not raise the price, and 
since the tax is imposed on acreage, the tax would 
simply represent a diminution of their revenue. 

So much for the fixed tax per acre according to 
quantity or quality — a tax that is to-day virtually 
unknown in civilized communities. 
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Of somewhat more practical interest in some coun- 
tries is: 



III. — The Tax on Gross Produce, or Tithe. 

The incidence of a land tax on gross produce has 
been most clearly discussed by John Stuart Mill, 
who lias been far more successful in his treatment of 
this tax 1 than in that of the other taxes with which 
we shall have to deal. Mill holds that a tithe, 
because it is imposed on land of all qualities, reduces 
corn rents in equal proportions; but that in the same 
proportion as corn rent is reduced in quantity, the 
corn composing it is raised in value. The producer 
on the worst land now pays one tenth of his produce 
in kind, but since all prices are fixed by his produce, 
his nine-tenths will sell for as much as the whole 
ten-tenths previously sold for. At first, therefore, a 
tithe would be shifted to the consumer. 

But, as Senior has shown, this would be only the 
immediate, not the ultimate, effect. 2 The final result 
would be not an increase of price, but a diminution 
of production and therefore a deduction from rent. 
It would ultimately be a burden, not to the consumer 
but to the producer. This point has been demon- 
strated so clearly by both Senior and Mill that it will 
not be necessary to repeat their arguments, so familiar 
to all English-reading students. Moreover v. Thiinen 
had already pointed out that the question whether a 
land tax is shifted to the consumer or not depends 
largely upon the character of the population as con- 

1 This is true, however, only of the later editions, where Mill 
accepted the corrections of Senior. Of. "Principles of Political Econ- 
omy", Book V, chap, iv, §§ 3, 4. 

^Senior, "Political Economy", 122-125, sixth edition, (1872). 
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sumers. In poor countries a land tax would not even 
in first instance be shifted on the consumer, because 
the consumers could not afford to pay more. Such a 
tax would then simply lead to a lowering of the 
standard of life of the consumer, and to a decrease 
in the prosperity of the producers, 1 

Finally the doctrine that the tithe, even as the 
immediate result, is shifted to the consumer depends 
on the assumption that the tax is an universal tax, 
applicable to all the land. This is not necessarily 
true. To-day e. g. in England, only part of the land 
is still titheable, so that, as in the case of all partial 
taxes, the burden would be borne by the producer 
and not by the consumer. Even if all the land were 
titheable the presence of international competition, 
as will be shown later on, would render the tithe 
virtually a partial tax and thus not susceptible of 
being shifted to the consumer. In all the civilized 
countries where the tax on gross produce still exists 
to-day, it can no longer be regarded as one that is 
inevitably and necessarily shifted to the consumer. 

We come finally to the fourth and fifth cases, viz. : 



IV and V. — The Tax assessed according to Net 
Profits, or to Selling Value op the Property. 

These two bases of the tax are equivalent, as has 
already been indicated. For the selling price of 
agricultural land is nothing but the capitalized value 
of the net profits ordinarily derived from its use. 

Theoretically there may be two cases. Either the 
land tax is a part of a wider system which taxes 

1 y. Thiinen, "Der isolirte Staat". Erster Tlieil (2nd. ed. 1875), 
326-339. 
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also all other net profits or all other capital or prop- 
erty; or the land tax is a single, exclusive tax, while 
other profits or other classes of property are exempt. 

In the case of a general tax on profits or of a gen- 
eral property tax, it is difficult to see how the land 
tax can be shifted to the consumer. The theory 
assumes that the landholder at the margin of culti- 
vation will otherwise abandon his farm, after the 
imposition of the tax, and transfer his capital and 
labor to some other occupation. But to this argument 
it may be objected that if all other profits or property 
are equally taxed he would gain nothing by such a 
transfer. In fact, under a system of a general tax 
there would be absolutely no inducement for him to 
abandon his farm; and prices would consequently 
not be raised. If, therefore, a tax on landed profits or 
landed property were simply a part of a general 
income or a general property tax, there would be no 
shifting of the tax. It would tend to stay where it 
was put. 

It might be asserted, however, that our general 
property tax is so only in name, since personal prop- 
perty as has been indicated above, is virtually ex- 
empt from taxation outside of the rural districts. It 
might further be said that Ricardo and the other Eng- 
lish authors discussed this form of the tax on the 
assumption that it was an exclusive tax. Neverthe- 
less it may be confidently affirmed that even on the 
assumption of the tax on agricultural profits or real 
estate being an exclusive tax it does not necessarily 
follow that it will be shifted to the consumer. 

Ricardo's theory would hold good on two condi- 
tions — first, that there was an absolute mobility of 
capital and labor, and second, that the community in 
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question was so isolated that the farmers could fix 
the price of their own produce. In actual life, how- 
ever, these conditions are far from being really 
existent. 

The whole theory rests on the assumption that the 
landowner of the worst land in cultivation will aban- 
don the land rather than cultivate it at a loss; and 
that the decrease of supply will raise prices to the 
consumer. Now in the first place it is incontrover- 
tible that an increase of price will often lead to a 
decrease of consumption, which again would react 
upon the price, — so that at best only a portion, and 
not the whole, of the tax might be shifted to the con- 
sumer. But, furthermore, it is in actual life a very 
difficult matter for producers to decrease the supply 
of agricultural products. In order that any appre- 
ciable influence may be felt in the price it would be 
necessary for whole tracts of the lands at the margin 
of cultivation to be abandoned. Now this practically 
means wholesale ruin for immense classes, who per- 
haps have invested large sums in improving the land. 
Rather than abandon the land they will often prefer 
to continue cultivation at less than usual profits, for 
the no-rent land is simply that on which the culti- 
vator gets just sufficient profits above the cost to 
enable him to live comfortably. In other words the 
tax would often have the influence of simply further 
degrading the position of the cultivators, — who will 
still prefer to remain on their laud rather than lose 
all the capital invested. Only when the tax is so 
exorbitantly high as to swallow up the whole rent, 
and the whole profits, so as absolutely not to leave 
the cultivator any margin for living expenses, will 
he abandon the land in such large quantities as to 
7 
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affect a material decrease of supply. But such a tax 
has not been known in civilized communities. In 
other words, a tax on the landowner, if it be not abso- 
lutely extortionate, will simply reduce the profits of 
the landowner. In proportion, that is, as the Ricar- 
dian theory of absolute mobility of capital from 
agriculture to commerce is attended with practical 
difficulties, the tax in actual life will tend to rest on 
the landowner and not on the consumer. 

Secondly and more important, the Ricardian theory 
assumes an absolutely isolated community. But in 
actual life the market value of agricultural produce 
is fixed by the conditions of production in widely 
separated localities or countries. The imposition of 
a tax on the landowner of any one particular locality 
therefore cannot possibly change the price of the 
product. Eicardo overlooked the theory of interna- 
tional relations. If a tax precisely identical in char- 
acter and amount were imposed by all countries on 
all farmers, then indeed the tax might be shifted to 
the consumer, given the absolute mobility of capital 
just discussed. But this is never the case. The 
Western farmer the price of whose wheat is fixed in 
Liverpool by the conditions of production in countries 
thousands of miles distant, will not get a whit more 
for his products if his taxes are doubled. He and he 
alone must bear the burden of the tax. 1 

In fact, if the Ricardian theory were absolutely 
true, it would be virtually impossible to make the 
landowners or farmers suffer by any land tax, pro- 
vided it were not levied expressly on the pure economic 
rent. A country might then raise its entire revenue 

1 Cf . infra, the discussion of the incidence of a tax on net profit 
in general, p. 16. 
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by imposing taxes on land alone, and yet in no wise 
injure the agricultural interests. Yet all history has 
proved the error of this view. From the day of the 
exactions of the Oriental monarchs and of the later 
imperial Roman tax system to the mediaeval methods 
of Spain and the arbitrary land tax of pre-revolu- 
tionary France, much of the misery of the agricultu- 
ral classes must undoubtedly be attributed to the 
revenue system which burdened in first instance and 
primarily the farmer. Implicit reliance on the 
Ricardian doctrine might justify every exaction on 
the farmer, but would inevitably react on agricul- 
tural prosperity. 1 

Our conclusion, hence, is that under actual condi- 
tions in America to-day the landowner may virtually 
be declared to pay in last instance the taxes that are 
imposed on his land, and that at all events it is abso- 
lutely erroneous to assume anj r general shifting to 
the consumer. In so far as our land tax is a part of 
a general property tax, it cannot possibly be shifted; 
in so far as it is more or less an exclusive tax it is 
even then apt to remain where it is first put — on the 
landowner. 

In England, where the farmer is almost universally 
the tenant and not the landowner, and where the 
rural tax or rate, as it is called, is levied according to 
rental value and imposed on the occupier, the ques- 
tion is primarily as to the incidence of the tax between 
landowner and tenant. It may be said that the tax will 
fall on the landowner in the case of pure competitive 
rents, and will be divided between the parties in the 
case of non-competitive rents. At any given time 

1 Cf. Du Puynode, "De la Monnaie, du Credit, et de l'Imput". II, 
153. 
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when the tenant makes out his lease he makes allow- 
ance for the rates which are collected from him. The 
rent which he is willing to give will vary with the tax 
which he is compelled to pay. In so far the burden 
falls wholly on the landowner. On the other hand if, 
after the lease has been made out, a change is made 
in the rates, either by law or by the working of local 
causes, this increase necessarily falls on the tenant 
farmer who advances the tax. Still this is not of 
much consequence in the long run because the tenant 
will insist on an allowance for the increase when a 
new lease is taken. On the whole, therefore, it may 
be said that the tax on agricultural land falls on the 
landowner, whether the owner be the occupying 
farmer as in America, or whether they are distinct 
personages as in England. But this is true only on 
the assumption that the rent is a true competitive 
rent. In that large part of England where there are 
no leases, and where farmers are generally charged 
with a lower rent than the purely competitive or 
rack rent, the greater portion of the recent increase 
in local rates has fallen on the tenant, not the land- 
lord. Theoretically the occupier might demand and 
obtain a readjustment of his rent with every increase 
of rates paid by him; but practically as a matter of 
fact the greater portion of English farmers are not 
rack-rented. The rent is changed very rarely because 
it is inconvenient and expensive for the farmer to 
remove. 1 Thus in the case of non-competitive rents 
the incidence of the tax is partly on the owner, 
partly on the tenant. 

x See the careful analysis in Goschen, Draft report to the select 
committee on local taxation of 1870. "In his Reports and Speeches 
on Local Taxation", 1871, 165-166. 



CHAPTER III. 

TAXES ON TJBBAJST REAL ESTATE. 

In the case of city real estate it will be necessary 
to make a distinction between the two components of 
the real estate tax — the ground tax and the buildings 
or house tax, — the tax on the site and the tax on the 
structure. For they are really governed by entirely 
distinct principles. Strictly speaking we should have 
drawn the same distinction in the case of the agri- 
cultural land owner. But the distinction is unim- 
portant in that case because in America at all events 
the tenant is almost in all cases the owner, and 
because the value of the farmer's buildings is gener- 
ally of minor importance when compared to the value 
of his land. But in so far as this is not true, the 
same principles apply as those to be discussed now. 

In the American cities where the occupiers of 

houses are frequently not the owners, the real estate 

tax is levied on the owners of the property, and the 

question of ultimate incidence is as between the 

landlord and the tenant — the owner and the consumer, 

i. e. the occupier. In England where the local rates 

are levied with very few exceptions on the occupiers, 1 

'Theoretically the local rates in England are assessed on the occu- 
pier. Even for a long period before the Elizabethan poor law (43 
Eliza., Chap. 2) which is the basis of all English local taxation, it 
was the occupier and not the owner on whom fell the duty of reliev- 
ing the poor. Of. in general the history of local assessments in 
Castle, "On Rating," Chap. 1, and a volume published by the Poor 
Law Commissioners in 1848 entitled "The Local Taxes of the United 
Kingdom". However, under the Small Tenements Act of 1869 (32 
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not the owners, and are proportional not to capital 
value but to rental value, the question is more com- 
plicated because of the peculiar divisions of owner- 
ship. Thus not only is the occupier almost univer- 
sally distinct from the owner of the building, but the 
owner of the building generally does not own the 
land. Furthermore the building owner usually does 
not pay a ground rent to the original landowner, 
but pays only a leasehold ground rent, which changes 
from time to time, to the individual or intermediary 
who has leased the land on a long rental and at a 
fixed ground rent from the oi - iginal owner. The 
question of the incidence of rates is in such a case 
between the several parties — the landowner, the 
leaseholder, the building-oAvner and occupier. 1 Such 

and 33 Vict., Chap. 41, §§3, 4) wherever the rateable value does not 
exceed £20 in London, £13 in Liverpool, £10 in Manchester or Bir- 
mingham, or £8 elsewhere, the owner may compound for the rate, 
and may be assessed instead of the occupier. Furthermore by the 
act of 1850 (13 and 14 Vict., Chap. 99) whenever the tenancy is for 
less than three months the occupier may deduct the rate from the 
rent. Under these two acts it has now become the practice for a 
part of the tenement house population and even for the inmates of 
flats and apartments to have the rates paid by the landlords, not the 
tenants. Nevertheless, in default of actual statistics it may be said 
that in the English towns local taxes are paid in first instance gen- 
erally by the occupiers. 

x There are four chief methods according to which houses are 
built in the English cities: (1) the freehold purchase system, where 
the builder simply buys the lot outright; (2) the freehold rent charge 
system, (called in Scotland the feu-system and in Manchester the 
chief-rent system) where the landowner sells the land to the builder 
and has no reversionary interest but reserves a perpetual fixed 
yearly payment called the rent-charge or chief; (3) the long build- 
ing lease system where the builder takes a lease for 999 years, at a 
fixed annual rent; (4) the short building lease system (or London 
leasehold system) where the landowner leases the land to the 
builder, on what is known as an "improved leasehold ground-rent". 
See Sargant, "Urban Eating", 1890, Chap. 1; Evidence and Report of 
the select committee on Town Holdings, 1S86-1890; and Munro, "The 
Local Taxation of Chief Rents", 1891. 
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conditions, although rare, are not absolutely unknown 
in American cities also. Our study of the shiftings, 
if true at all, must be applicable equally to the simple 
American and the complex English conditions. 

The urban real estate tax is either a land tax, as in 
the case of vacant lots, or a tax on both the lot and 
structure, called in America the real estate tax and 
on the continent the house tax. Both these designa- 
tions are, economically speaking, incorrect. The 
continental term is wrong because the house tax 
really includes a tax on the site as well as a tax on 
the structure. The American term is inexact because 
it confuses such entirely distinct taxes as the ground 
tax and the building tax, each of which is governed 
by different laws of incidence. 

The value of a house depends upon the value of 
the structure apart from the land, plus the value of 
the lot. The value of the structure itself is fixed by 
the law which governs the value of any commodity 
whose supply can be increased at pleasure, i. e. in the 
long run it is equal to the cost of production, or 
rather of reproduction. The rent of the house proper 
is normally equal to the interest on the capital ex- 
pended plus an annual sum which, when capitalized, 
will be sufficient, after paying for all repairs, to re- 
place the capital by the time the house is worn out, 
plus the premiums on the fire insurance policy. The 
laws which govern the incidence of taxes on houses 
or house rent are therefore, as we shall see, anal- 
ogous to those which govern the incidence of taxes 
on capital or competitive profits. On the other hand 
the value of the lot is fixed in agreement with the 
general principles of economic rent, according to 
which the price paid is measured by the superiority 
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of situation. 1 It would be still more exact to say that 
the value of a city lot is fixed by the general law of 
price which governs commodities that are not suscep- 
tible of a voluntary increase of supply, and that the 
economic rent of a lot is fixed by the law of monopoly 
value or monopoly profits. 

We can assume four cases which correspond to 
actual facts: 

I. The tax may be levied on the ground-owner 

alone, without any reference to a house tax on the 

house owner. This would correspond to Henry 

George's single tax. It would be in effect a tax on 

ground rents. 

I Pantaleoni, "Traslazione dei Tributi", 20S-213 makes a very long- 
winded argument against confusii g economic rent with the rent of 
a city lot. Economic rent with him means agricultural rent and is 
due only to the law of diminishing returns. Rent arising from situ- 
ation is not economic rent, but what he calls surplus rent (sopra 
reddito). But this surplus rent is simply another name for profits. 
Rent proper, he maintains, arises from the fact that the price is the 
same while the cost of production differs. Surplus rent, or profits 
on city lots, arises from the fact that prices differ, while the cost of 
production remains the same. The English, he thinks, have 
improved upon the Germans and French in distinguishing between 
land rent and ground rent; but have not seen that ground rent is 
really no economic rent at all. In answer to Pantaleoni it may be 
said that there is a certain justice in his distinction, but precisely 
in the opposite way from which he understands it. It is utterly 
arbitrary to confine economic rent to that arising from the law of 
diminishing returns. Ricardo himself saw this and Thiinen devel- 
oped it. On the other hand what there is of truth in what Sidgwick 
calls the static theory of rent is equally true of the causes which fix 
the site rent of a building lot. In other words, instead of applying 
the principle of economic rent to city lots, it would be more exact 
to say that the same reasons which fix the differences in value of a 
city lot also fix those of agricultural lands, i. e. the differences in 
the relative situation or of relative fertility combined with differ- 
ences in situation, — or, in short, differential advantages in yielding 
net profits. 
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II. The tax may be levied on the house-owner, 
who may or may not be the ground-owner. This is 
the case with the Gebaudesteuer in Germany, and 
the Hauszinssteuer in Austria, etc. 

III. The tax may be levied on the ground-owner, 
who is at the same time the house-owner. This 
would be the real estate tax of the United States. 

IV. The tax may be levied on the occupier. This 
is the case with the local rates and the inhabited 
house duty in England. 

It is with this fourth case alone that the English 
economists have busied themselves. On the other 
hand, most of the French and German works discuss 
only the second case. 



I. — Tax on Ground-Owner. 

The case of a tax levied only on the ground-owner 
is exceedingly simple. The owner who leases his 
land will always endeavor to get as much as possible 
for it. This price will in general be entirely unaf- 
fected by the imposition of a tax. For since the 
supply cannot be increased, and there is no question 
of cost of production, the only change in price will 
be effected through a change in the demand. Price, 
in other words, will be fixed by the degree of marginal 
utility. Now if the demand for the site increases to 
such an extent that the ground rent not only covers 
the new tax but leaves a profit in addition, the tax 
cannot be shifted to the lessee. For the price would 
have been the same without the tax, since the demand 
of the lessees is not affected by a tax on the lessor. 
The ground-owner will simply get less rent than he 
would have obtained had no tax been imposed, — that 
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is, the tax will fall on him. Again, if the demand 
for the site decreases, the price will diminish and 
the ground-owner can certainly not shift the tax. 
And if he sell the land in the meantime he will lose 
again in the diminished selling value of his lot. 
Finally if the demand remains the same, there will 
he no alteration of the price, and the ground-owner 
simply obtains less net income because of the tax. 
Therefore it may be laid down as a general rule that 
a tax laid on the owner of the soil, or on ground rents, 
cannot be shifted. 1 

When the tax on ground rents, however, is assessed 
not on the ground-owner but on the occupier, the 
results, as we shall see later on, are somewhat 
different. 

l J. S. Mill, Book V, Chap. 3, §6, tries to show that this is true 
only if we assume an equivalent tax on agricultural rent. He says, 
"If a tax were laid on ground rents without being also laid on agri- 
cultural rents, it would, unless of trifling amount, reduce the return 
from the lowest ground rents below the ordinary return from land, 
and would check further building . . . until increased demand or 
diminution of supply . . . had raised the rent by a full equiva- 
lent for the tax. But whatever raises the lowest ground rents raises 
all others, since each exceeds the lowest by the market value of its 
peculiar advantages". 

The fallacy of this argument consists in the assumption of a no- 
rent building lot, a tax on which affects the rents of all city lots. 
The ground rent of a city lot has nothing to do with the question 
whether or not there is any no-rent land. The price for which a 
lot will rent is fixed entirely by the relative demand for the plot, 
since the question of supply or cost of production cannot enter into 
the problem. But the relative demand on the part of the lessee, as 
we have seen, cannot possibly be affected by a tax on the lessor. 
Hence a tax on ground rents will fall on the ground-owner, whether 
or not there be an equivalent tax on agricultural rent. The whole 
question moreover has simply a theoretical interest, since agricul- 
tural lands are almost always taxed as well as city lots. Sidgwick, 
''The Principles of Political Economy", Book III, Chapter viii, §8, 
iv, falls into the same error as Mill. See preceding note. 
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II. — Tax on House-Owner. 

Let us take up next the case where the tax is 
imposed on the house-owner, apart from the question 
whether or not he is the landowner. In other words 
let us deal with the tax on the structure, or, if the 
tax is not levied according to capital value, with the 
tax on the building rent as opposed to the ground 
rent. 

The generally accepted doctrine of Adam Smith, 
Ricardo and Mill may be expressed as follows: 
Buildings represent the investment of so much capi- 
tal and labor. They require an outlay for construc- 
tion, for maintenance, for repairs, for insurance. 
No one will enter on the business of building houses 
unless he can count on a definite profit, which must 
in general be equal to the returns from capital invested 
in undertakings of approximately the same nature, — 
that is in undertakings where the risk, the chances, 
the labor required and the general conditions which 
affect the investment of capital are about the same. 
A tax imposed on the building-owner will therefore 
generally be shifted to the occupier. For if the tax 
could not be shifted, it would reduce the profits of 
the builders below the customary level in similar 
occupations. The result would be a cessation of 
building operations, a consequent scarcity of houses 
and a gradual increase in the rent or value of exist- 
ing houses until the margin will again be high 
enough to tempt the builder into further operations. 
The working of this law of the transferability of cap- 
ital will of course be slower than in the case of 
quickly consumable commodities. For since houses 
are more or less permanent in character we cannot 
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assume an actual or immediate diminution of supply, 
as e. g. in the case of agricultural produce. Given a 
stationary supply of houses, the values or rents will 
rise only with the slow increase of population, i. e. 
with a relative diminution of supply. But in the 
long run the working of the law is inevitable. Such 
a tax will hence be shifted to the consumer, i. e. the 
tenant. 

This doctrine, which may be called the orthodox 
opinion, requires qualification in some particulars. 
The two chief reasons why the theory of the inevita- 
ble shifting of the house tax to the tenant is not 
always true are (1) the result of a distinction between 
new and old houses, (2) the result of a distinction 
between general and exclusive taxes. 

In the first place a distinction must be drawn 
between houses already constructed before the tax is 
imposed or increased, and those built after the impo- 
sition or increase of the tax. It might be argued 
that since a tax on new houses is always shifted to 
the occupier — for they would otherwise not be built — 
the same reasoning would apply to old houses. For 
a scarcity of houses will affect the values and rents 
of all houses, whether new or old. 

This argument, however, is not convincing. Sup- 
pose that a town or a portion of a town is for some 
reason decaying in influence or desirability. In such 
a case values and rents of existing houses will of 
course fall. The owners of existing houses cannot 
possibly escape bearing the burden of the tax. They 
cannot shift the tax to the ground-owners, for since 
the structures are already on the land the ground- 
owners cannot be compelled by competition to reduce 
their ground rents. The house-owner will build only 
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on very long leases. Until the expiration of the 
lease he certainly cannot shift the tax to the ground- 
owner. On the other hand the house-owner will not 
be able to shift the tax on the occupier, because no 
actual diminution in the supply of houses is possible 
and because, by the supposition, there is no increase 
in the demand, but rather the reverse; so that there 
will also be no relative diminution of supply. Not 
until a condition of stable equilibrium will have been 
reached, will the building-owner cease to bear the 
burden. That is to say, it would not be a question 
of equality of profits, but simply a question of the 
existing state of demand and supply. Hence if popu- 
lation is stationary or declining, a tax on existing 
houses (and there will of course be no new houses, 
because there will be no demand for them) will inev- 
itably fall on the house-owner. Furthermore, if he 
sells the house he will lose the capitalized value of 
the decrease of rent. So that under the theory of 
capitalization 1 only the original owner will bear the 
tax until there is a still further decline in population, 
when the process will repeat itself. Although the 
condition just described may be considered in some 
sense an exceptional one, yet the exception occurs 
in all communities at periodically recurring intervals. 
And although the reasoning would not be applicable 
to the general conditions of progressive society where 
new houses are being continually built, yet the dis- 
tinction is of sufficient importance to invalidate the 
hard and fast rule of the orthodox economists. 

Another objection, which however is less tenable, 
has recently been raised against the older doctrine. 
Pantaleoni in Italy and Sidney Webb in England 

J See supra, p. 62. 
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maintain that a tax on the building-owner tends to 
be shifted not on the tenant but on the ground-owner. 
Pantaleoni claims that this must necessarily happen, 
because if the tax were to fall on the builders they 
would build no more houses, and thus effect a 
decrease in the demand for building lots. This again 
would result in a depreciation of the value of the 
land. 1 

This argument rests on a misconception. It is 
indeed true that the building owners will not bear 
the tax. But what reason is there for assuming that 
the mere cessation of building operations, which 
would ensue on the imposition of the tax, will cause 
a depreciation in the value of the lot? The non-con- 
struction of new houses cannot of itself cause the 
ground rents of existing houses to fall. It can only 
prevent a further increase in the A 7 alue of the land, 
or perhaps, at most, bring about a fall in the value of 
vacant lots. Until the old leases run out, the ground 
rents of occupied lots will certainly not fall even if 
population and therefore demand diminish. Much 
less will they fall if simply a tax is imposed. And 
even after the old leases run out, the ground rents 
will fall only in case that the taxes on the houses are 
so extraordinarily high that the building owner, who 
has the privilege of renewal, will prefer to abandon 
the house entirely rather than to renew the lease. 
Only in this most exceptional case can the building 
tax be shifted in part on the ground-owner. If 
indeed the law of real estate were changed so that 
fixtures to the land would not go with the land, and 
if houses could easily be removed from plot to plot, 
then — but only then — would it be true that a build- 
1 Pantaleoni, op. cit., pp. 221-223. 
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ing tax could always be transferred to the ground- 
owner in the shape of decreased ground rent. But 
under existing conditions of law and fact this can be 
true only in the exceptional case just quoted. 

Mr. Webb's argument is equally inconclusive. He 
maintains that the ground landlord is not a fixed 
point. Land in the neighborhood of a city has only 
an agricultural value until it becomes ready for split- 
ting up into building plots. But the value of such 
land, says Mr. Webb, does not pass imperceptibly 
from agricultural value to the building value. By 
custom there is always a great jump. The landowner 
who can get in any case a much larger than the 
agricultural value, has a fixed point of resistance. 
He will be willing to take a little less, since it is 
merely a question of competition betweezi builder 
and land available for building. Hence the incidence 
of a tax on houses would be the same as that of a tax 
on land, viz.: on the landowner. 1 

This argument is fallacious because it ignores 
the fact that the building site is governed by the law 
of monopoly value. As between the landowner and 
the tenant, the tenant is the weaker party. The 
house builder in noi'mal cases of increasing demand 
knows that he can more easily raise rents (since 
demand increases) than compel the ground-owner to 
take less than the market value. The landowner is 
not compelled to part with his land; but the tenant is 
compelled to occupy some apartments. 

It would therefore be true in the main that, given 
the normal conditions of progressive society and the 
continued existence of prosperity — and apart from 

^Vebb, in Report from the Select Committee on Town Holdings, 
etc., 1890, qu. 42-44, pp. 5-6. 
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the qualification to be noticed below, — the tax on the 
building owner is shifted. And since, as we have 
just seen, the tax can not be shifted to the ground- 
owner (except in the rare case mentioned) it will tend 
to be shifted on the other party interested — the occu- 
pier. In other words, given an increased demand for 
house accommodations, the rents of existing houses 
will rise until the supply of new structures is equal 
to the demand. 

Now it may be said that in the meantime the house- 
owners have a practical monopoly. Theoretically 
indeed the house-owner during the interval would 
himself bear the tax if the rise of rents were due 
solely to increase of population, because in the face 
of this increased demand he could have obtained the 
identical rent had the tax not been imposed. In other 
words, as in the case of all monopolies where the 
price is fixed only by the purchasing power of the 
consumer, the tax would simply mean a diminution 
of the otherwise greatly enhanced profits to the house 
owner. Practically however there is never such an 
interval in progressive communities. Houses are 
built continually, and if there is any lack of supply 
it is then owing to the decreased profits of the house 
building. In order that these profits may be secured, 
the tax must fall where alone there is a margin for 
it, that is on the rent paid by the occupier. But 
since the rents in the new houses fix the standard of 
rents in the old houses, (allowance being made for 
the superiority of situation, which however has 
nothing to do with the building rent, but only with 
the ground rent) the owners of all houses both old 
and new are able, in the normal cases here cited and 
in the long run, to shift the burden to the tenant. 
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But it must be remembered that this is true only in 
the normal cases and in the long run. 

The second qualification of the doctrine that the 
building tax will be shifted to the occupier rests on 
the distinction between a general and an exclusive 
tax. The whole argument up to this point has been 
conducted on the assumption that the house tax is a 
special or exclusive tax. As soon as other forms of 
capital or other profits of investments also are taxed, 
the whole basis of the argument falls away. This 
has been almost totally overlooked by all the writers 
on the subject. The doctrine of the shifting of a 
house tax on the occupier depends on the assumption 
that would-be house builders will otherwise prefer to 
put their money in non-taxable investments or occu- 
pations, which would bring about the scarcity of 
houses and the increase of rents. But if other capital 
or profits also are taxed there will be no reason for 
refusing to invest in houses. Rents and values will 
hence not rise, and the tax cannot be shifted. In 
other words, when a house tax is part of a system of 
taxation the other elements of which are taxed at 
the same rate, the incidence of the tax will always 
be on the original taxpayer, i. e. the house-owner. 
His profits like those of all other capitalists are 
reduced by the tax. 

So again if house property or house rents are taxed 
at a higher rate than the property or profits of other 
classes, only the surplus above the average rate of 
the tax. will be shifted to the occupier, and that only 
in the normal cases already mentioned. 1 

'The theory of capitalization of incidence is not applicable here, 
although remarkable to say it has been attempted by Myrbach, "Die 
Besteuerung der Gebaude and Wohnungen in Oesterreich", Tilbinger 
Zeitschrift, Vol. 41 (1885) esp. p. 409. 
8 
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We may thus sum up as follows: If a tax is 
imposed on the building owner, it will remain on the 
building-owner when population decreases or is sta- 
tionary or when the locality decays in desirability. 
It will be shifted to the ground -owner only when the 
diminution or decay is so great and the taxes so high 
that the building-owner will voluntarily relinquish 
the house rather than renew the lease. It will be 
shifted to the consumer, that is the occupier, under 
the normal conditions of advance in economic welfare 
in so far as the tax is an exclusive tax. Otherwise 
only so much will be transferred to the occupier as 
exceeds the usual tax rate for other property or pro- 
fits, while the remainder will fall upon the house- 
owner. The exact proportions depend upon the gen- 
eral system of taxation in each particular country or 
epoch and upon the particular conditions of the 
individual case. 



III. — Tax on House- and Ground-Owner. 

We come next to the third case, namely where the 
tax is levied on the ground-owner who is at the same 
time the house-owner. This is the common American 
system of the real estate tax. The question of inci- 
dence is here only between the owner and the tenant. 
The problem is therefore a comparatively simple one, 
as we need only to combine the conclusions already 
arrived at in the two preceding cases. 

In so far as the real property tax may be resolved 
into the site tax and the building tax, the tax on the 
land when assessed on the landowner will tend to 
remain, as we have seen, where it is first put. The 
incidence of the ground tax, in other words, is on the 
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landlord. He has no means of shifting it. For if the 
tax were to be suddenly abolished he would never- 
theless be able to extort the same rent, since the 
ground rent is fixed solely by the demand of the 
occupiers. The tax is simply a diminution of his 
profits. 

The incidence of the house tax on the other hand 
is fixed by the rules laid down above. The question, 
therefore, as to how far the real estate tax is shifted 
on the occupier in American cities depends partly on 
the actual existence or non-existence of a general 
property tax, partly on the relative value of the 
house and the lot, and partly on the peculiar circum- 
stances of the particular piece of property. 

If our general property tax were actually enforced, 
then beyond all doubt the real estate tax would be 
entirely borne by the owner. But it is precisely in 
the American cities that the general property tax 
has become practically a real property tax. In other 
words, city real estate bears if not the exclusive, at 
least the greater, weight of municipal taxation. In 
proportion as the city houses are taxed at a far 
higher rate than other capital, the main condition 
under which the tax may be shifted to the occupier 
is present. If we take the small American towns 
where the investments are mainly local and where 
personal property is reached to a fairly good degree, 
then it is very probable that the real estate tax is not 
shifted to the occupier. But the larger the city, and 
the greater the chances of investment in outside 
capital, the less will be the proportion of personalty 
taxed, and the greater will be the possibility of a 
shifting of a part of the real estate tax. 

The possibility of the tax being shifted turns into 
a probability when we remember that the building 
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tax tends to form the greater part of the total tax. 
The average dwelling house in New York city, for 
example, is worth, when first built, from two to 
three times as much as the lot. In the tenement 
house districts the proportion is slightly, if at all, 
less, except in the case of the old tumble-down 
wooden houses which are fast disappearing. Of 
course it is true that with the passage of time the 
value of the house tends to decline while that of the 
lot tends to increase, so that it might be inferred 
that our real estate tax falls mainly on the owners. 
But this tendency is materially counteracted by the 
fact that as the site becomes more valuable, the 
owners are apt to tear down the old structure and to 
erect more expensive, and therefore more lucrative, 
buildings. Even in the crowded business centres it 
is now becoming the custom to erect vast buildings 
whose value considerably exceeds that of the ground 
on which they are built. 

Finally, remembering the qualifications laid down 
above, it may be said in short that while the real 
estate tax falls on the owner in case of stationary or 
declining population, a considerable portion of the 
tax is shifted on the tenant in the normal case of 
prosperous town or city districts under the present 
administration of our property tax. When we reflect 
that in the city of New York over three-quarters of 
the population live in tenement houses, we are thus 
forced to the conclusion that a large burden of our 
American local taxation is to-day borne by those 
least able to pay. The question as to how far these 
may again be able to shift the tax on others is a part 
of the larger question of the tax on property, profits 
or wages, and will be discussed later on. 
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IV. — Tax on Occupier. 

We take up finally the question of the incidence 
of a tax assessed upon the occupier according to the 
rent he pays. This is the system of the English 
"local rate." Here again we must distinguish 
between the ground rent and the building rent. 

Let us discuss first that portion of the rent theo- 
retically levied on the land. In accordance with the 
general principles laid down above in our discussion 
of the tax on the ground -owner it might seem that 
the tax on rent though advanced by the occupier 
must in the long run be borne by the ground-owner. 
The tax will be shifted by the occupier to the house- 
owner, it is said, because when the tenant takes 
out his lease he will make a deduction from his 
rent measured by the height of the tax. He will 
offer only as much rent as is warranted by the supe- 
riority of the site, and this superiority is not increased 
by the imposition of a tax. In so far then the tax 
will fall on the house-owner. But the building-owner 
again will shift the tax to the owner of the land. 
As it has been said, "The builder calculates on a 
certain profit, or else he would not build; he knows 
that tenants of a certain class can afford to give a 
certain rent and no more for a certain kind of house; 
and therefore if building is to take place at all, it is 
clear that the rates must fall there where alone a 
margin exists to bear them; that is to say, on the 
price given, or ground rent promised to the owner of 
the soil". 1 



•Goschen, Draft report, etc. Op. cit. 166. The same idea is shared 
by most of the English writers. The evidence given before the 
Select Committee on Local Taxation in 1870 contains every possible 
view. But they are for the most part mere bald statements. Cf. 
tsp. qu. 1276, 2731, 2739, 3211, 3404 and 4050. 
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The contention, however, that this part of the tax 
falls wholly or necessarily on the ground-owner, 
although it has been usually adopted, is partially 
incorrect; and for three reasons. First, the ground 
rent might be so low and the rates so high that the 
builders could not afford to erect any more houses. 
They could not hire the land for any less because the 
ground rents are so low that the owner would other- 
wise prefer to use the land for other purposes. The 
result would be a diminution in the supply of houses 
and a consequent rise of rent to the tenant or consu- 
mer. But this first supposition, let us say, will 
happen very rarely and may be passed over as unim- 
portant. 1 

Secondly, the whole argument that this part of the 
tax falls on the landowner rests on the assumption 
that at the beginning of every lease the lessee will 
make allowance for the tax. The assumption is not 
of much use in the case of long leases. After the 
lease has been taken out an unexpected change may 
occur in the rates. In fact, the growing tendency of 
modern local taxation is toward an increase. The 
landowner who has fixed the ground rent for a num- 
ber of years will still get this rent irrespective of any 
growth of rates. The increased burden can, then, not 
be shifted on him. It must be borne by the occupier 
who advances the tax in first instance. Not until the 
expiration of the lease will the tenant be able to 
make a new arrangement by which he will try to 
shift the burden on to the owner. Thus only in the 
case of short tenancies could it be true that the tax 
falls on the owner. But in all those numerous cases — 
numerous especially in England — where the occupier 
'Mr. Gosohen himself makes allowance for this. 
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rents for a term of years, the excess of any rates 
beyond the amount calculated in the original lease 
necessarily falls on the occupier. The important 
point to be noticed is the original imposition of the 
tax — a point too often neglected. If the owner were 
to be assessed for the taxes in first instance, as in 
America, there would be no question that this excess 
of taxes, just as the remainder of the ground rent tax, 
might fall on him. But if the occupier advances the 
tax, he can not improve his condition until the expi- 
ration of the lease. In England, then, the ground 
rent tax does not fall wholly on the owner, but at 
any given time may be borne in part by the occupier. 

Thirdly, we come to the question whether any part 
is really borne by the owner at all. In the preceding 
paragraph it has been taken for granted that at the 
beginning of each short lease the tenant will insist 
on a reduction of the rent as a compensation for the 
local rates assessed upon him. . Only on this assump- 
tion will the owner ultimately bear the taxes. But this 
assumption is not always correct. We come in fact 
to the pith of the problem, and to its most important 
phase. The question is this: Who bears the taxes in 
the case of short leases or tenancies by the year, the 
quarter, or, as is the case in the majority of the tene- 
ment house population, the month or week? It is 
precisely in this class of cases that the ground rent 
in the crowded slums forms so large a proportion of 
the total rent. 

It may be said that the ultimate incidence of the 
ground tax is fixed by the general law of value. If 
the lot is situated in an outlying or decaying portion 
of the town where the demand is slack the tax, even 
if advanced by the tenant, will be shifted to the 
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landlord. The occupier can afford to choose and will 
not voluntarily assume the burden of any one else. 
But in proportion as we approach the central or thri- 
ving parts of the town the land acquires more and 
more of a monopoly value, until each square foot 
commands a fabulous price. In such a case, now, the 
matter is different. Even if the occupier advances the 
tax, it is not necessarily true, as Adam Smith says, 
that "the more the inhabitant was obliged to pay 
for the tax, the less he would incline to pay for the 
ground", i. e. that the tax would fall entirely on the 
ground owner. If the tenant could always deduct the 
tax from the rent, it would be true — but not otherwise. 
If the competition for lodgings in a crowded part of 
the city be such that a house or an apartment in that 
locality will rent for two hundred dollars, the occu- 
pier who has been paying ten dollars as the ground 
tax proportion of the total tax will not pay any less 
for the premises if his tax is increased to fifteen dol- 
lars. There is no reason why the landlord should take 
any less, as long as the demand has not changed. The 
one result, indeed, that might ensue would be that the 
tax would be so high as to cause the tenant to content 
himself with meaner apartments or rooms in a less 
desirable locality, in other words to lower his general 
standard of life — a sad result of high taxes. In such 
a case the decreased demand for the original house 
would indeed induce the house owner to be satisfied 
with less total rent, and he in turn would endeavor 
to shift the ground-rent portion to the landowner. 
But as we have seen above he could not do this unless 
the tax were so high as to make him willing to aban- 
don the house. But, above all, the process here 
^'Wealth of Nations", Book V, Chap. 2. 
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described does not by any means imply a shifting 
of the tax from the occupier to the landowner. The 
occupier could evade the tax, but could not shift 
it; Evasion is quite another thing from shifting. 
The tax that he would pay on his smaller rent 
would still fall entirely on him. The landlord may 
have, for the time being, less revenue than before 
but the new tax levied on the tenant would never- 
theless fall on the tenant. A small tax on smaller 
rent is just as bad as a high tax on high rent. 

Conversely, if the occupier has been paying ten 
dollars as the ground-tax proportion of the total tax, 
he will not normally have to pay five dollars more 
for the apartment if his tax is reduced five dollars. 
He will be compelled to do this only if the competi- 
tion has suddenly increased to such an extent that 
the rent demanded by the owner will have no limit 
but the amount which the occupier can afford to pay. 
But this is true only in exceptional cases of suddenly 
enhanced demand, and not true in normal periods 
when rents are fixed more or less by custom in com- 
parison with neighboring sites of similar eligibility. 
And even in these exceptional cases, the rise of rent 
would not be due to the abolition of the tax, — for 
rents would rise, tax. or no tax. Hence it may be 
said that even in short or periodically renewed leases 
the ground tax will normally remain on the tenant. 1 

'Since the above was written the article of Mr. Blunden on "The 
Incidence of Urban Rates" has appeared in the Economic Review 
for October, 1891. Mr. Blunden's conclusions agree in the main 
with mine, with one exception. He seeks to make a distinction 
between dwelling houses, and shops or business premises, think- 
ing that rates on shops in the best situation fall on th ground- 
landlord because he possesses a monopoly. But in the first place 
Mr. Blunden really makes no such distinction, because he tells us 
(p. 496), that rates on ordinary dwelling-houses in congested areas 
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Above all, the old theory that the tax on the occu- 
pier will be shifted to the landlord rests on the as- 
sumption that there is no economic friction. But this 
assumption is plainly untrue. Just as we objected 
to the Ricardian absolute theory of the shifting of 
the land tax to the consumer because of the untena- 
ble assumption of perfect mobility of capital and of 
territorial isolation, so the same objection has been 
made to the theory of the shifting of the local rates 
from occupier to landlord because of the same unten- 
able assumptions. As it has been well put, economic 
rent is "the rent which an intelligent tenant who had 
an alternative investment for his capital, and mobility, 
and acquainted with the market and his own indus- 
try, would offer to pay". 1 But the rent actually paid 

may also fall on the ground-owner, — while in less desirable locali- 
ties rates, whether on dwelling-houses or on shops, do not fall 
on the ground-owner. Mr. Blunden's distinction is therefore really 
one between monopoly and competitive sites, not between shops and 
dwellings. But even this distinction of Mr. Blunden's is untenable, 
for the advantages of sites merge into each other by impercepti- 
ble gradations. See note on page 132 below. An increase of rates, 
says Mr. Blunden, would fall on the landlord. But why should 
the landlord take any less rent if he has a strict monopoly, and 
if the demand for that site by other shopkeepers remains the same? 
The shopkeepers will indeed look upon the increased tax as an in- 
crease in their expenses of production, and, since the local rates 
form a general tax on' the whole set of local shopkeepers, they 
will try to shift the tax to the purchaser of their goods. But that 
is an entirely different question from the one which is occupying 
us here. The relative differences in eligibility between the mon- 
opoly site and a less desirable site are not altered in the least by 
the imposition or the remission of a tax which affects both sites 
proportionally. And there is therefore no reason why rents should 
be affected hy a tax on the occupier, — just as there is no reason 
■why in the United States a tax on the ground-owner will enable 
him to demand more from the tenant, or why the remission of 
his tax will induce him to charge less rent. 

'Sidney Webb in "Select Committee on Town Holdings", 1890, 
Evidence qu. 51. 
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often differs from pure economic rent. John Stuart 
Mill already pointed out that in Ireland agricultural 
rents are often persistently above the economic rent, 
mainly because of lack of opportunity and lack of 
mobility on the part of the tenant. So in the same 
way the tenants in the slums of large cities have 
practically little mobility. They must live in the 
neighborhood of their work, they shrink from the 
expense involved in moving from apartment 'to apart- 
ment, and their choice is limited in a hundred ways. 
Here, as in so many other cases, the tendency of the 
tax is to stay where it is first imposed. 1 

In fact, however, this argument of "economic 
friction" does not apply to the old theory that rates 
normally fall on the ground-owner, for this old 
theory, as we have seen, is no longer tenable. The 
argument of " economic friction " applies really to 
the new and more correct theory, here espoused, 
that rates normally fall on the occupier. The normal 
state of affairs, as we have just seen, is that the 
rate rests on the occupier, where it is imposed. The 
element of "economic friction" enters in the case of 
decaying or undesirable localities, where there is no 
competition, and where the occupier will be able to 
shift the rate to the owner. 

We see, thus, that the incidence of a tax on ground 
rent is not the same when the tax is advanced by the 
tenant as when it is assessed on the ground-owner. 
In the latter case, as in the United States, it is always 

J As Sir T. H. Farrar says: "Whatever be the theory on these 
matters, a tax is very apt to stick where it first falls". Select Com- 
mittee, etc. Evidence qu. 1246. Gf. Thorold Rogers: "It is by no 
means the case that a person who has a tax imposed upon him can 
always impose the whole of that tax upon his neighbor". Ibid., qu. 
2721. 
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borne by the ground-owner; in the former case, as in 
England, it is generally borne to a considerable ex- 
tent by the occupier and only in more or less unusual 
cases is it shifted by him to his house- or land-lord. 1 

In regard, now, to that part of the tax which is due 
to the structure, that is the tax on building-rent, the 
case is somewhat simpler. 

We have seen that even if an exclusive tax is as- 
sessed on the building-owner it will be shifted in great 
part to the occupier in normal cases of increasing 
demand. A fortiore if the tax is levied on the 
occupier, it cannot be shifted to the building-owner- 

] Some of the qualifications of the old doctrine are well put by 
Cliffe-Leslie in the following passage: "The doctrine by which 
eminent economists of our own day affect to determine the incidence 
of rates assumes .... that capitalists not only know the past 
and present profits of all occupations and investments, but fore- 
know them at remote periods, — to the end of a long building lease, 
for example. Yet it is clearly impossible for persons contemplating 
the building or buying of new houses to foretell even for twenty 
years the profits that single investments will yield. The movements 
of business and population, the demand for houses and other build- 
ings, the increase of wealth and money, and the general range of 
incomes and prices, the supply of new houses on the spot, the means 
of locomotion bringing other districts within reach, all defy calcula- 
tion The truth is that the profits of house property, 

the rents that can be exacted from occupiers and the incidence of 
rates, depends on no such fiction as the 'average rate of profits', 
but on the demand for and supply of houses, — and these conditions 

vary from time to time and from place to place The 

constant increase of population, the narrow limits of distance from 
their business within which it is convenient to most people to live, 
and the cost and trouble to existing occupiers of removal, give the 
owner, in most cases, the stronger position, and enable him to throw 

any increase in the rates on the occupier The occupier 

of the house pays all the rent that can be screwed out of him were 
there no rate, — and to that extent the rates may be said to fall on 
the owner, the remainder being borne by the workmen." — "The 
Incidence of Imperial and Local Taxation on the Working Classes", 
in "Essays in Political and Moral Philosophy", pp. 207-209. 
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For a tax paid by the tenant is virtually a special 
tax. There is no other taxable object which can be 
put in the same category as rent paid by tenants, 
unless it be the interest paid by debtors. But we have 
yet to hear of any attempt to tax creditors by levy- 
ing a tax on interest paid by debtors. In other 
words, then, in order to ascertain the actual burden 
we must add to the nominal rent, at all events, that 
part of the tax which is theoretically levied on the 
structure apart from the soil. In the long run the 
occupier will tend to bear the tax, except in those 
quarters or under those conditions where the demand 
suffers a considerable check. 

Of course this holds good only on the assumption 
that the rate of the tax is uniform on all the houses 
concerned. In so far as the rates vary in different 
parts of the same town, the excess in any particular 
case will tend to fall ultimately on the owner, not on 
the occupier. This is simply one instance of a more 
general law. For if a prospective tenant on whom 
taxes are levied in first instance has the choice of 
two houses of equal desirability but in different parts 
of the town, the amount of the tax being in one case 
ten dollars more than in the other, he will certainly 
choose the latter house or compel the owner of the 
former to forego ten dollarsof the rent. In England the 
districts within which the rate of the tax is uniform 
are much smaller than in America, and it frequently 
happens that different parts of the same city, or even 
opposite sides of the same street, pay different rates 
because located in different parishes. In such cases 
it is fair to make a distinction between the constant 
aiid the variable or differential part of the building 
rate, the latter representing the excess above the rate 
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uniform in all the districts. Only the constant part 
of the building rate will fall on the occupier; the 
remainder will be borne by the building-owner, and 
in certain favorable cases shifted by him on the land 
owner. This variable element of the building tax> 
however, will in general be very insignificant in 
amount for the reason that even in England the 
normal differences in the rates in city districts which 
usually have similar expenses will be exceedingly 
slight. 1 So that even in such a case it may be said 
that the building tax will fall almost entirely on the 
occupier." 

'The contention of Sargant, "Urban Bating", ]890, p. 49, that the 
differential rate amounts to two thirds or even three-quarters of the 
total tax is utterly erroneous, for the reason that he terms "con- 
stant" rate only that part of the tax which is uniform throughout 
the kingdom. This is arbitrary and absurd. In speaking of a dif- 
ferential rate we must always compare two houses of equal desira- 
bility or in the same neighborhood — for it is manifestly impossible 
to say how much of the differential rate falls on the structure, and 
how much on the plot. We must not compare a house in London 
with a house in a country parish, because it is not a question of 
competition between them. The rule holds good only within the 
narrow range of houses subject to the same competition. 

2 Fawcett's discussion of this question is very unsatisfactory. He 
makes a distinction between buildings in general and those possess- 
ing exceptional advantages of situation. In the former case, rates, 
he says, are a charge on the occupier, in the latter on the ground- 
owner. "For if rates were remitted, the saving resulting would 
simply represent so much added to the ground rent, since rent is 
fixed by the demand, and the demand would not be altered if rates 
were remitted." Fawcett's argument can be turned against him, 
for it may equally well be said that, given a certain demand before 
rates were imposed, the levy of new rates would not change the 
rent because it would not change the demand. Hence the rates 
would fall on the occupier who pays them, and not on the ground- 
owner, whose rent is unchanged. In fact, Fawcett's whole distinc- 
tion between these classes of houses is untenable. Every house 
possesses "certain advantage or disadvantage of situation". The 
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To sum up it may be said that when the local real 
estate tax is levied according to rental value and 
assessed in first instance on the occupier, as 
is the case in England, the main burden of the 
tax will rest ultimately on the occupier, not the 
owner of the premises. For the building tax, as we 
have seen, will usually rest almost entirely on the 
occupier. And the building tax forms in almost all 
cases the larger part of the total tax. The tendency 
to erect costly structures on valuable sites is indeed 
not quite so strong in England as in America because 
of the division of ownership between landlord and 
house-owner. But the tendency nevertheless exists. 

Not only does the building tax normally fall on 
the occupier but, as we have seen, the ground tax 
will generally be borne to a very great extent by the 
occupier. If we add this portion of the site tax to 
what is practically the whole of the building tax, we 
see that by far the larger part of the total local tax 
falls on the tenant. Even on the assumption that 
the incidence of the tax on structure is hypothetically 
the same as that of the tax on site, it would still re- 
main true that the tax as a whole would tend to rest 
in considerable part on the occupier, for the reasons 
that we advanced above in considering the site tax. 1 
The determination of the exact proportions is nec- 
essarily impossible. But here again, as in the case 

advantages merge into each other in imperceptible gradations. Cf. 
his chapter on The Incidence of Local Taxation in his "Manual of 
Political Economy", 6th ed. (1883), especially p. 618. On the othe r 
hand Ricardo and J. S. Mill fail to make either of the distinctions 
that I have pointed out in the text, for they maintain that the 
ground tax falls on the ground-owner, and the house tax on the 
occupier, — both of which statements are partially incorrect. 
1 Supra, p. 127. 
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of the real estate tax, it may be said that in a pros- 
perous and progressive community the tax will tend 
to fall chiefly on the tenant, while in decaying and 
unprosperous districts the tax will tend to fall on the 
owner, — but in all cases more of the tax will tend to 
be borne by the tenant when the tax is originally im- 
posed on him than when the tax is assessed on the 
owner. 

It is no wonder, then, that in England the movement 
for the tax on ground values, assessed on the owner, 
should now be making such rapid headway. For 
the English system, with its exemption of the land- 
owner from special assessments for local improve- 
ments, and with its casting so large a share of the 
whole burden on the occupier, is of all systems of 
direct local taxation perhaps the most inequitable. 1 

x In Scotland and Ireland the rates are generally divided between 
occupier and owner. The same plan is proposed in England. 



CHAPTER IV. 

INCIDENCE OF TAXES ON PERSONAL PROPERTY, 
CAPITAL AND INTEREST. 

What is called personal property in English-speak- 
ing countries includes not only capital in the eco- 
nomic sense, but wealth of other kinds, like money, 
and consumable commodities not used in production, 
like books and pictures. Taxes may be imposed either 
on the property itself or on the revenue derived from 
the property. Since all taxes are nominally paid out 
of revenue, it is thus immaterial, so far as the ques- 
tion of incidence is concerned, whether we speak of 
taxes on capital, or taxes on interest and profits. It 
has been laid down as a general proposition by a 
recent writer that "the taxation of property is the 
taxation of the property-owner." 1 But he simply 
makes the assertion without attempting to prove it. 
In reality the matter is by no means so simple as he 
assumes. 

In so far, indeed, as a tax is laid on personal prop- 
erty which is not capital, the tax cannot be shifted. 
For instance, if a tax is imposed on the permanent 
owner of luxuries, like pictares or jewels, he and 
he alone bears the burden. Of this nature are what 
are known in England as the assessed taxes and in 
the continental countries as sumptuary taxes. What- 
ever is held simply for enjoyment and not for sale, 

1 Charles B. Spalir. "The Single Tax": Political Science Quarterly, 
VI, 633. 
9 
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provided it is not used for productive or lucrative 
purposes, is not capital. A tax on such property can 
not be shifted because the property is not sold, and 
because the property produces nothing which can be 
sold. Here, indeed, the taxation of property is the 
taxation of the property owner. 

On the other hand the incidence of a tax on capi- 
tal, or on profits and interest, is somewhat more com- 
plicated. We may logically divide the subject into 
three great heads: 

A. An equal tax on all capital or interest. 

B. An unequal tax on all capital, or an equal tax 
on only some forms of capital or interest. 

C. A tax on profits. 

It is with this last division only that the Eng- 
lish economists have hitherto busied themselves, and 
that in not an altogether satisfactory manner. 



A. — An Equal Tax on all Capital. 

Let us frankly state at the outset that this is only 
a hypothetical case. It is the theory of our Ameri- 
can property tax. But it is not the practice. And 
it can never be the practice. Why not ? 

A tax on capital can be unequal in two ways. 
There may be inequality in the rate, or there may be 
inequality in the taxable capital. In other words the 
tax may be assessed on all capital but in different 
proportions, or it may be assessed on only some forms 
of capital. Now an universal tax on all capital is an 
impossibility in the modern world. It might be true 
in a, completely isolated communitj^, where all the 
inhabitants employed all their capital within the nar- 
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row limits of that community. But in actual life it 
does not exist. Not only does the tax differ from 
commonwealth to commonwealth, but the field within 
which capital is employed is as wide as the world; 
while the efficacy of any tax law is restricted to a 
particular state or locality. In other words the in- 
ternational employment of capital renders a tax on 
all capital an impossibility. Only on the assumption 
that every state in the whole world taxed all forms 
of capital alike, would we have such an universal 
tax. But this is plainly untrue, as it is most im- 
probable. 

But secondly, even granting that there was such an 
universal tax, the tax would still be unequal within 
the limits of any particular state. For even if the 
state attempted to tax all forms of capital at the same 
rate, it could never practically succeed. Not only 
would there always be some forms of capital within 
the state which would completely evade taxation, as 
all experience has shown; but furthermore the same 
legal rate on various kinds of capital would inevita- 
bly be a different actual rate. The return of capital 
is interest. But the rate of interest varies with dif- 
ferent kinds of capital, according to the security of 
the investment, the length of the loan, the state of 
the money market, and a hundred other factors. For . 
instance, in New York state during the past year the 
rate of interest has varied from two and a half per 
cent, on certain prime bonds to a few hundred per 
cent, on loanable capital in Wall street. The same 
legal rate of the tax on capital would thus be a very 
divergent actual rate on the interest. Hence from 
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whatever point of view we regard it, an equal tax on 
all capital is an impossibility. 1 

Bearing in mind, then, that an equal tax on capital 
is only an hypothesis, let us endeavor to ascertain 
its incidence. The question, of course, can only be 
between the capitalist and the one who uses the 
capital, i. e. the borrower. The question as between 
the producer and consumer or purchaser of the com- 
modities is not a question of interest, but a ques- 
tion of profits, and can be better discussed under the 
third head. 

Now as between lender and borrower it is plain 
that an equal tax on all capital must fall on the 
lender; that is the capitalist. There would be no 
way for him to shift the burden. As it is not to be 
assumed that he would consume his capital unpro- 
ductively, he would attempt to reimburse himself for 
the tax either by investing the capital in some busi- 
ness or by lending it to some one else. If he invested 
it in a business, the demand for loanable capital would 
decrease as much as the supply. For he would sim- 
ply be doing what the borrower would otherwise 
have done. So that the rate of interest would not 
rise. And if he invested it in fixed capital or land, 
the rate of interest would certainly not tend to 
rise. For any large investment in fixed capital would 
simply set free so much circulating capital, i. e. the 
purchase price of the fixed capital. So that under 
either supposition the tax could not be shifted. 

Of course there is one case in which the burden of 
the tax could be partially evaded. If the tax on 

'Pantaleoni, "Traslazione", 245 is the only writer that I have met 
with who does not overlook this fact. His whole discussion on 
this point is very noteworthy. 
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capital were so exorbitantly high as to diminish the 
return to the capital below the rate of what John 
Stuart Mill called the practical minimum, further ac- 
cumulations would be decidedly checked. An attempt 
would be made by the employers of capital to improve 
production to such an extent that the enhanced prof- 
its would still give them the same net returns as before. 
And that is sometimes the result of taxes on capital; 
they act as a stimulus to improved methods of pro- 
duction. In so far as this is not true, however, fur- 
ther accumulations of capital would be discouraged. 
But even in such a case it would not follow that the 
tax would be shifted to the borrower. The loss would 
be felt by the community at large in the shape of a 
decline of general prosperity. And it is utterly im- 
possible to state in advance how much of the burden 
would be borne by any particular class of the com- 
munity. 1 

B. — An Unequal Tax on Capital. 

Let us now leave the realm of hypothesis and as- 
sumption, and come to the practical example of every 
day life in the tax on capital. This actual tax on 
capital is, as we have seen, everywhere an unequal 
tax, however equal it may be nominally or ostensibly. 
The question thus is: What is the incidence of an 
unequal tax on capital ? 

This question again has three branches, according 
as we discuss the incidence as between (1) the origi- 
nal owner and the new purchaser; (2) the present 

1 John Stuart Mill, Book V, chap. 3, § 3, comes to practically this 
conclusion in discussing the tax on profits. Properly speaking, the 
argument is applicable to the tax on capital or interest, as stated 
in the text. 
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owner and the borrower; or (3) the producer and the 
consumer. Let us take these up in order. 



l.—The Incidence of a Capital Tax as betiveen 
Original Owner and Neiv Purchaser. 

This whole subject is governed by the law of capi- 
talization of incidence, which has already been dis- 
cussed. 1 We need thus only repeat our conclusion. 
When a new or suddenly increased partial tax is 
imposed on any species of capital, the tax, if it can- 
not be shifted to the consumer of the article, will be 
discounted in a depreciation of the capital value of 
the article by a sum equal to the capitalized value of 
the annual tax, and will therefore fall on the original 
owner of the commodity before the tax was imposed 
or increased, and not on the new purchaser. In other 
words, when two classes of capital are taxed at une- 
qual rates, the excess of the tax above the average 
rate wiil tend to be borne by the original holder, be- 
cause the new purchaser pays so much less for the 
capital on account of the tax. He will otherwise 
prefer to invest his money in something else which 
will bring him the usual interest. It is only when 
the tax is again increased that the present owner is 
compelled to bear the new burden. But the limita- 
tions of the doctrine must not be forgotten. 3 And it 
is just because of the failure to notice these limita- 
tions that some writers have fallen into the error of 
assuming that a tax on capital is a tax on the capi- 
talist. If a tax could not be shifted, then indeed the 

1 Supra, p. 62. 

2 For a fuller discussion of this doctrine as applied to an im- 
portant class of capital, see my "Taxation of Corporations" in 
Political Science Quarterly, Vol. V, eap. 671-674 
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excess of any unequal tax, or the exemption from a 
tax, would be capitalized or amortized into a change 
in the capital value of the capital taxed. But this 
"if" is the crucial point; and, as we shall soon see, 
it is utterly erroneous to assume that the tax can 
never be shifted. 

2. — The Incidence of a Capital Tax as between Debtor 
and Creditor or Borrower and Lender. 

In just the same proportion as it is difficult for a 
capitalist to shift a tax which is imposed on all capi- 
tal, it is easy for him to shift to the borrower a tax 
which is imposed on only some forms of capital. 
That is to say, in the case of an unequal tax on capi- 
tal, it is generally the debtor and not the creditor 
who suffers. How can this be proved ? 

Two sets of arguments might be used to make 
good this assertion that a tax on loanable capital will 
increase the rate of interest to the borrower. The 
rate of interest on capital can increase only through 
an increase of the demand for capital or through a 
decrease of the supply of the capital. 

Some writers maintain that demand will increase. 
Thus it is said that if a tax be imposed on the capi- 
talist, and accordingly the borrower be now allowed 
to deduct from his taxable property the amount of 
this debt, the borrower will be able to pay a higher 
rate of interest. Since he is no longer taxed on the 
debt, he will be able to lay aside more, and thus 
increase his effective demand for additional capital. 
Because of this increased competition for capital, the 
rate of interest will rise, so to to leave the creditor 
intact, notwithstanding the imposition of the tax. 1 

ir .This is the argument of Kroncke, Grundsatze einer gerechten 
Besteuerung, 130-138. Of. "his Einleitung zur Eegulirung der Steu- 
ern", 35. 
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This argument, however, is utterly inadequate, as 
Rau has shown. 1 For in the first place it is not nec- 
essarily true that the borrower is allowed to deduct 
his debts. In the American commonwealths it is 
frequently the rule that debts cannot be deducted 
from personal property. Secondly, even if debts are 
deducted, it does not follow that the competition for 
capital will increase, for only a part of the debts will 
have been contracted for industrial purposes, while 
a portion will have been the result of losses or acci- 
dents. An amelioration in the condition of the debtor 
will therefore just as frequently result in a payment 
of old debts as in a contraction of new debts. 
Thirdly, if an increase of the debtor's profits (as in 
the case of deduction of debts) enhances the demand 
for capital, then every decrease in the rate of interest 
would do the same, and this increased demand would 
counterbalance the decrease in the rate, so that inter- 
est could never permanently fall. But this is mani- 
festly absurd and untrue. Hence the argument that 
a tax on capital will increase demand is untenable. 

On the other hand, the argument for a decreased 
supply is more successful. In fact, this is the real 
basis of the whole theory of the shifting of the capi- 
tal tax, whether it be a tax on mortgages or on any 
other form of loanable capital. The argument was 
first advanced by Turgot, 2 and rests really on the 
fundamental assumption of the mobility of capital. 
Capital shows its mobility in two ways. If employed 

iRau, "Finanzwissenschaft", §§ 381-312, Vol. II, pp. 156-157 (5th 
edition). Of. Pantaleoni, "Traslazione der Tributi", 253-255, who 
follows Rau. 

2 Turgot, "Observations sur un Memoire de M. de Saint-Peravy en 
faveur de 1' Impot indirect." "Oeuvres" (ed. Guillaumin) I, 423. 
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un remuneratively, it will be removed or transferred 
either to some other industry or occupation within 
the country, which affords higher gains because un- 
taxed, or it will be removed to another country where 
the same industry or occupation is not taxed. In 
other words, there is both an internal and an inter- 
national migration of capital continually going 
on — a migration from industry to industry, or from 
country to country. 

Capital will always seek to secure the usual re- 
turns. Impose a tax on the capitalist lender, and he 
will insist on an increase of the rate of interest tan- 
tamount to the tax, or else transfer his capital to 
some untaxed occupation, within or without the 
country. 

But while it is abstractly true that a special tax on 
capital will be shifted to the borrower, it often hap- 
pens in practice that the assumed absolute mobility 
of capital is countervailed by other forces — that is, 
by economic friction. These opposing forces may be 
classified as follows: (1) ignorance of the capitalist; 
(2) difficulty of removing the capital; (3) risk con- 
nected with the migration to other countries; (4) 
social or other considerations which make for per- 
manence of investment; (5) legal obstacles. A word 
as to each of these: 

Ignorance of the capitalist, let us confess it at 
once, is not of very material importance. In a highly 
developed industrial organism, under the modern 
regime of interchange of thought and communication 
of news, the fact of extraordinary profits in any par- 
ticular occupation cannot be long concealed. And 
especially the distinction which concerns us here — 
that between taxed and untaxed capital — must be 
easily perceptible to the average investor. With the 
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growth of modern society the ignorance of the 
investor is a factor of continually decreasing mo- 
ment. 1 

More important is the difficulty of removing capi- 
tal to more lucrative employments. Of course, in the 
case of loanable capital, as in the stock exchanges of 
to-day, this difficulty is reduced to a minimum. But 
in proportion as the capital assumes more and more 
of a fixed character, its mobility grows gradually 
less. To transfer investments from one stock to 
another is a very different matter from abandoning 
all the plant and machinery in one business in order 
to enter upon another occupation. 

The risk connected with investments in foreign 
countries is likewise not so great as it formerly was. 
It is indeed true that creditors, as a rule, prefer to be 
near their debtors. American capitalists prefer the 
less remunerative mortgages in the East to the high 
interest-paying investments in the western states. 
And it frequently happens that home investors or 
domestic corporations are treated more leniently, 
both as regards taxation and in other respects, than 
foreigners. It is the survival of the old law of aliens. 
But this check on interstate or international transfer 
of capital is gradually losing its potency. 

Social considerations of various kinds often inter- 
pose a more serious obstacle. It is not always strictly 
true, as Adam Smith said, that "the proprietor of 
stock is properly a citizen of the world, and not 
attached to any particular country". Feelings of 
patriotism, of local pride, of desire of proximity to 
friends, of long custom and old usage sometimes play 

1 For a proof that it is however of some importance, cf. Cliffe- 
Leslie on the Philosophical Method of Political Economy. In his 
"Essays in Political and Moral Philosophy", 235-237. 
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a considerable role. Although they may be called 
non-economic motives, they are none the less to be 
reckoned with by the economist. 

Finally the law may prevent the free migration of 
capital. Under our state bank laws, e. g. , there was a 
very general provision that banks could invest their 
deposits only in certain specified state securities or 
mortgages. The large demand for state mortgages 
contributed toward lowering the usual interest 
allowed on the mortgage, and thus prevented the 
whole of the burden of the tax from being shifted to 
the borrower. 

While, therefore, it may be laid down as a general 
rule that a tax on loanable capital will be shifted 
Jrom the creditor to the debtor, yet the conditions 
which interfere with the absolutely free mobility of 
capital may be sufficiently strong to prevent this 
transference of the tax from becoming entirely com- 
plete. The application of this principle to the great 
question of taxation of mortgages in the United States 
is obvious. 

3. — The Incidence of a Capital Tax as betiveen Pro- 
ducer and Consumer. 

This is practically the same as a, tax on profits. 
The investor of capital in a productive industry does 
not make any but an arbitrary distinction between 
his interest and his profits on the investment. The 
rate of interest is fixed by the relative amount of 
loanable capital, i. e. it is a question between bor- 
rower and lender. But as soon as it becomes a ques- 
tion of adding the tax to the price of the goods the 
problem is the same as that of the tax on profits. 
And this topic is of sufficient importance to demand 
a separate chapter. 



CHAPTER V. 

TAXES ON" PROFITS. 

In discussing the incidence of a tax on profits as 
between producer and consumer, it is necessary to 
make several distinctions. Profits may be taxed 
directly, as when the tax is imposed on the net re- 
ceipts or profits of the producer. But profits may 
also be taxed indirectly, as in the case of a fixed 
license, or a tax on stock in trade, or a tax on sales. 
Taxes on sales, however, may themselves be subdi- 
vided into two categories. The producer may be 
taxed on the amount of commodities produced or sold 
by him. This is equivalent to a so-called indirect 
tax on commodities. It is immaterial, from the stand- 
point of incidence, whether such a tax is raised from 
producer or the consumer. On the other hand the 
producer may be taxed not on the quantity produced 
but on the gross receipts from sales — which is mani- 
festly not by any means necessarily the same thing. 
A tax on gross receipts is also an indirect tax on 
profits. It is in some sort a cross between a tax on 
net receipts and a tax on the quantity sold. 

Consequently if we use the term profits in the wider 
sense to signify the revenue which accrues from the 
sale or exchange of commodities, there are really no 
less than four chief kinds of taxes, which affect pro- 
fits and thus influence the relation between producer 
and consumer. These are: 

I. A tax varying with gross production or gross 
amount sold. 
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II. A tax varying with gross receipts. 

III. A tax varying with net receipts. 

IV. A tax of fixed amount. 

Before it will be possible to discuss the incidence 
of any of these taxes or, since profits depend on price, 
before we can ascertain the influence of taxes on 
price, it is necessary to notice four fundamental lines 
of division. 

1. A distinction must be drawn between an exclu- 
sive tax which hits only one class of commodities or 
profits, and a general tax which hits all or most of 
the classes. 

2. Commodities must be distinguished according as 
they are subject to the law of monopoly or to the law 
of competition. The incidence of taxes on competi- 
tive profits is not necessarily the same as the inci- 
dence of taxes on monopoly profits. 

3. Commodities must be distinguished according 
as their production is subject to the law of diminish- 
ing returns, to the law of constant returns, or to the 
law of increasing returns. 

4. Industries must be distinguished according as 
all the commodities in the class are produced at prac- 
tically the same cost, or as some of the commodi- 
ties are produced at varying costs. 

The first two distinctions need no discussion. Their 
effect will be considered below. The remaining dis- 
tinctions require a few words of comment. 

It is well known that in certain occupations or 
under given conditions every successive dose of capi- 
tal or labor applied will give returns of approxi- 
mately equal amount. The product will be in exact 
ratio to the amount of capital or labor applied. The 
more capital, the more product, and vice versa. The 



11-2 On the Shifting and Incidence of Taxation. [260 

industry is then said to be subject to the law of con- 
stant returns. The normal value of the article which 
is indefinitely reproducible at equal cost would hence 
tend to be equal to the cost of production, on the 
assumption that all the articles in the given class are 
produced at the same cost. But such an assumption 
is only rarely true in the competitive field. In actual 
life we do not find all the articles in a given class 
produced at the same cost, although in a given mar- 
ket they must all sell for the same price. In other 
words, although the normal market price is always 
the same, the normal supply price is not the same. 
The reason for this is twofold. 

It has been repeatedly shown that in certain occu- 
pations every successive dose of capital applied will 
give returns, not of equal, but of continually smaller 
amount. The industry is then said to be subject to 
the law of diminishing returns. This is nominally 
true of agriculture and, to some extent, of the ex- 
tractive industries. It forms the basis of the Ricar- 
dian law of economic rent. The law is true also of 
almost any industry after a certain stage of profita- 
bleness has been passed, and when the market will 
not respond proportionally to the efforts of the pro- 
ducer. On the other hand, the industry may obey 
the law of increasing returns up to a certain point. 
In nominally progressive commodities continual im- 
provements are being made in methods of production, 
while the possession of capital renders its further 
increase a continually easier task. Moreover, where 
the proportion of fixed or constant expenses in any 
industry is large, a considerable increase of produc- 
tion can be made without a corresponding increase 
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of cost. 1 Successive applications of capital and labor 
this tend to produce returns which are, up a certain 
point, increasingly greater in amount. The product 
is not proportional, but progressive. 

Now, whether the law be that of increasing or of 
diminishing returns, it is evident that the normal 
value of the articles in tbe class will be fixed, not by 
the average cost of production, but by the cost of 
producing the most expensive article. In other words, 
normal value tends to equal the highest cost of pro- 
duction. As long as the demand is sufficient to call 
into being commodities produced at different costs, 
the price will be fixed by the greatest cost; and those 
that produce more cheaply, because in larger or 
smaller quantities, as the case may be, will benefit 
accordingly. 

But secondly, whether or not the industry obey the 
law of increasing or of diminishing returns, producers 
inevitably differ in ability or in opportunity. Al- 
though all the articles in the same class sell at the 
same price, and even though the law of returns be 
the same, the superior skill of some employers, or the 
more favorable situation of some factories, or the 
more fortunate combination of external causes, may 
enable some capitalists to produce more cheaply than 
others. As the price, again, is fixed by the law of 
greatest cost, the difference between greatest cost 
and actual cost, i. e., the difference between the cost 
of producing the article under the most disadvantag- 
eous and under the more favorable conditions consti- 
tutes the producer's surplus or profits. Even if the 

1 For an application of this to practical transportation problems, 
see my "Railway Tariffs and Interstate Commerce Law". Political 
Science Quarterly, vol. II, 226 et seq. 
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industry is subject to the law of constant returns, the 
profits due to superior skill or good fortune will arise 
in the same way. 

The discussion as to the nature of profits is not jet 
ended. On the one hand we have the old school, 
which identifies profit with compensation for work 
and earnings of management, and lays down the law 
of normal or natural profits, which are supposed to 
stand in a close relation to normal or natural inter- 
est. On the other hand we have the various modern 
schools, all of which in a greater or less degree iden- 
tify profits with surplus earnings, and thus logically 
deny the existence of any normal or natural profits. 
There are at least three separate modern schools. 
The one is that represented by Loria and Nazzani in 
Italy, and by Marshall in England. They still cling 
to the conception of ordinary profits as representing 
in some sense interest and compensation for work, 
but maintain that the surplus above these ordinary 
or minimum pi-ofits obey the law of rent. This is 
what Marshall means by quasi-rent, or Loria by 
surplus-profit (sopra-reddito). 1 Secondly, we have 
the school which generalizes the principle of rent and 
makes it cover profits and wages as well as agricul- 
tural rent. This is the school represented in Ger- 
many by Mangoldt, Schiiffle and Held, and in the 
English-speaking countries in part by Senior (who 
termed rent a fortuitous profit), and in whole by 
recent writers like Clark and Hobson. Thirdly, there 
is the tendency represented by General Walker, who 
identifies all profits with the surplus or rent arising 
from business management. 

1 Loria, "La Rendita Fondiaria e la sua Elisione Natnrale", 1S80, 
and his "Analisi della Propriety Capitalista", Book I, 1889. Cf. Naz- 
zani, "Saggi di Economia Politica", No. Ill, Del Profitto, 1881. 
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The important point for us here is that a large class 
of commodities — in fact, all competitive articles — are 
produced under such conditions that the profits — 
whether in whole or in part is immaterial for our 
present purposes — represent the result of differential 
advantages of production. These differences may be 
summed up under four headings: Differences of situ- 
ation with reference to the market; differences in the 
possession of improved machines or processes; differ- 
ences in the personal abilities of the producer, and 
differences in opportunity or luck. In other words, 
in discussing the incidence of a tax on competitive 
profits, whether direct or indirect, we are dealing 
with commodities which are produced at varying 
costs and where the normal value, or the value around 
which the market price oscilates, tends to equal the 
cost of these articles of the class produced under the 
most disadvantageous conditions. There is no such 
law of natural profits as the old school assumed, 
simply because the law of cost of production, rightly 
interpreted, means the law of greatest cost. There 
may indeed be average profits in the sense of a mean 
between no profits and maximum profits. But the 
normal or natural rate of profits does not exist. 

In fact it may be said that whenever all the articles 
in a given class are produced at the same cost, the re- 
sulting profits must be monopoly profits and not com- 
petitive profits. Monopoly in so far as it exists at 
all implies exclusive control of the market. As soon 
as the control is no longer exclusive the ensuing 
profits are competitive profits. In a state of free 
competition, that is when the article is indefinitely 
reproducible, competition between the producers inev- 
itably brings the price down to the cost of produc- 
10 
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tion of the dearest increment; and it is only because 
there is a part produced at less expense that profits 
accrue to the producers of such cheaper part. But 
as soon as the article is no longer reproducible indefi- 
nitely, there is an element of monopoly, because the 
temporary possessors of the processes of production 
practically control the market. The price may be 
driven above the cost of production, and may remain 
there indefinitely, as long as the supply is necessarily 
limited. It is true, that a monopoly article may also 
be indefinitely reproducible, but it will then be a 
monopoly article only in so far as this indefinite re- 
production is controlled by one producer. In other 
words, competition may be excluded in two ways — 
either by the fact that no more of the article can be 
produced, as in the case of a natural monopoly, or 
by the fact that only one producer controls the pro- 
duction, as in the case of a legal or an economic 
monopoly. Whether the industry obey the law of 
constant, increasing or diminishing returns, makes in 
this respect no difference; it is only in the case of 
monopolies that all the articles in a given class can 
be produced at the same cost. Competitive profits 
imply varying costs of production. 1 

'The conception of the laws of constant, diminishing and in- 
creasing returns was first noticed by Cournotin his "Recherchessur 
les Principes Mathematiques", etc., 65. Professor Henry C. Adams 
refers to the distinction in "The Relation of the State to In- 
dustrial Action." But he errs in identifying the last class — that 
which obeys the laws of increasing returns — with monopolies. 
The law of increasing returns may be equally true of competitive 
prices; while on the other hand monopolies may also be subjec' 
to the law of constant or diminishing returns. Prof. Adams, more- 
over, makes no application of this distinction to the problems of 
taxation. Pantaleoni bases his treatment of the taxation of profits 
on the erroneous distinction of Loria between ordinary profits and 
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With these preliminary explanations, the applica- 
tion of which will be seen later on, we are now pre- 
pared to proceed to the study of our problem proper. 



I. Taxes on Geoss Production ok Gross Amount 

Sold. 

These are practically the same as taxes on com- 
modities Whether the tax is a so-called "indirect " 
tax, and levied on the commodities, or whether it 
is levied on the producer according to each unit pro- 
duced or sold, is utterly immaterial. Thus, in some 
of the American commonwealths the sewing machine 
companies or telephone companies' taxes are propor- 
tioned to each sewing machine or telephone sold or 
produced. This is precisely the same, in so far as 
the question of incidence is concerned, as if an indi- 
rect tax had been levied on each machine or tele- 
phone. 

Let us examine first the case of a special exclusive 
tax on all articles of a particular class, subject to the 
law of competition. 

The tax must plainly be regarded as an increase in 
the cost of production. For the time being, of course, 
and until the old stock is exhausted, those who pro- 
duced before the new tax was imposed benefit to the 

surplus profits; and he fails to recognize the fact that industries 
in which all the articles are produced at the same cost are neces- 
sarily monopolies. This in great part vitiates his whole treatment. 
Moreover he utterly ignores the distinction between the laws of 
constant, diminishing and increasing returns. On the other hand 
Marshall speaks of this distinction ("Principles", Book V, Chap. 7), 
but makes no attempt to coordinate it with the other laws which 
he has himself done so much to elucidate. As we have already 
noted, however, Prof. Marshall reserves the study of incidence of 
taxation for future treatment. 
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extent of the ultimate rise in price. But as soon as 
this interval has elapsed, all producers are on the 
same footing. Since the tax is an addition to the 
cost of production they will seek to recompense 
themselves by raising the price. Unless they succeed 
in this, their profits will be curtailed. And it will 
follow either that producers will gradually transfer 
their capital to untaxed industries, or, even if the 
transfer of capital is impossible because of its being 
firmly fixed in the industry, production will neverthe- 
less be curtailed by the crowding out of all those who 
were previously on the very margin of profitable pro- 
duction, while the tax will prevent the influx of any 
new capital. Thus in the long run the same result 
would be produced — relative decrease of supply and, 
provided the commodity continue to be produced at all, 
increase of price. The extent, however, to which 
this is actually true, and therefore the extent to 
which such a tax will be shifted to the consumer, 
depends on two important considerations — the elas- 
ticity of the effective demand and the law of returns 
which the industry obeys. 

1. If the tax be levied on commodities which the 
consumers must have and are willing to pay for at 
any expense, the demand will not decrease. With 
demand that remains unchanged irrespective of price, 
the price will rise by just the amount of the tax. The 
consumer will thus bear the whole burden. Practi- 
cally, of course, this is true of only a few commodi- 
ties. But it may be said that in a large number of 
cases prices may rise considerably without apprecia- 
bly affecting the demand. Such would be the case 
with absolute necessaries of life and with high-priced 
luxuries. The demand for absolute necessaries of 
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life is not apt to diminish much unless the people 
starve. The effect of a tax on such commodities 
would rather cause a diminution in the more elastic 
demand for comforts, or for the less absolute neces- 
saries. But the demand for absolute necessities 
depends mainly on the amount of the population, not 
on the price of the article. Again, in the class of 
high-priced luxuries, a tax, unless it be exorbitant, 
is not apt to restrict the consumption. Those who are 
generally willing to buy such luxuries are not apt to 
be held back by an increase of price. 

In fact, it may be laid down as a general rule that 
in the case of absolute necessities, as of expensive 
luxuries, great alteration of price goes hand-in-hand 
with slight variation in demand, while in the case of 
moderate comforts small change of price is accom- 
panied with considerable variation in demand. 1 In 
cases then of articles like by absolute necessities 
and some expensive luxuries there will be no migra- 
tion of capital from the industry, because profits 
will tend to remain at the old figure. The tax 
will in the extreme case be shifted in its entirety on 
the consumer. 2 



1 Most writers like Walras, "Elements d'Economic Politique Pure", 
2nd ed., 519, fail to make this distinction, and set luxuries in gen- 
eral over against necessities in general. Yet Cournot had already 
called attention to the similarity between great luxuries and in- 
dispensable necessities in his "Principes Mathematiques", etc., pp. 
162-163, and in his "Principes de la Theorie des Richesses", 306. 

-Pantaleoni, "Traslazione", 115-116, erroneously asserts that when 
the limit of effective demand has not been reached the tax will 
be divided between producer and consumer. His argument is that 
since the producer's profits are decreased he will transfer his cap- 
ital to other industries. This great addition of capital will decrease 
profits all around, in the taxed as well as untaxed industries. Thus 
the producer will get less profits than before. The answer to this is 
simply that there is no reason why the capital should be trans- 
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2. If on the other hand the price of the commodity 
before imposition of the tax had already reached the 
limit of the effective demand, an attempt to increase 
the price by any portion of the tax would totally 
annihilate the demand. The commodity must be 
sold at the former price or not at all. Demand again, 
as long as it exists at all, does not change, and with 
unaltered demand price cannot rise. In such a case 
the tax could not be shifted at all. The whole weight 
of the tax would fall on the producer. This, in the 
long run, would involve a decrease in the production of 
the commodity. The old producers would lose, and 
no new capital would be invested. But even if the 
supply is diminished the price cannot increase, since 
by the supposition consumers will prefer to abandon 
the consumption rather than pay an increase of price. 
The net result would be a cessation of production with 
the intermediate loss to the owners of fixed capital 
in the business. Under no circumstances could the 
tax be shifted. 

3. If, finally, the demand is elastic, as in the case 
of minor luxuries and all comforts — that is, of the 
general mass of commodities — in the sense that the 
old price before the imposition of the tax fell below 
what the consumers would at a pinch be willing to 
pay, but on the other hand that the new price, with 
the tax added, would exceed what certain of the con- 
sumers, at all events, can afford to pay, the tax will 
be divided between consumer and producer. The 
proportions in which this division will take place 

f erred at all. As long as the limit of effective demand is not reached 
the producers will not have their profits curtailed, because they 
can increase the price by the tax. Pantaleoni's whole argument 
thus falls to the ground. 
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will then depend mainly on the elasticity of the 
demand. Given, however, a definite elasticity of 
demand, the proportions of the division between 
producer and consumer depend on another set of 
considerations, viz. : whether the industry obey the 
law of constant, increasing or diminishing returns. 
Let us analyze them separately. 

If the industry is subject to the law of constant 
return, so that the cost of production is the same for 
all irrespective of quantities produced, the tendency 
of the producer will be to add the entire tax to 
the price. But as this would decrease sales, he will 
increase the price by something less than the full 
amount of the tax. If the demand will fall off 
greatly with every increase of price, or in other 
words if the margin of effective demand is very 
small, the price will be increased by much less than 
the amount of the tax and the producer will suffer 
the most loss. Conversely, if the demand is not so 
elastic, — if an increase of price will produce only 
a small decrease of demand — almost the whole of 
the tax will be added, and the consumer will suffer 
more than the producer. But as long as the gradual 
decrease of the demand is fixed and ascertainable, 
the increase of price will bear a definite proportion 
to the amount of the tax. 

If, however, the industry obeys the law of diminish- 
ing returns — -when every additional increment of pro- 
duction costs relatively more — the tendency of the 
producer will be to add less of the tax to the 
price than in the preceding case. For as soon as he 
adds any given part of the tax to the price he will 
decrease consumption. But if he produces less, each 
unit will on the supposition of diminishing return 
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cost him less than before. Since price is fixed by 
cost, the price will now be lower than before. In 
other words, the producer will tend to raise prices as 
little as possible, and will thus bear more of the tax 
himself. Whether the demand be more or less elas- 
tic, the consumer will bear less of the burden than 
in the preceding case of constant return. 

Finally if the industry obeys the law of increas- 
ing return — when every increment in the amount 
produced costs relatively less — the producer will 
tend to add more of the tax to the price of the 
commodity. For the increase of price consequent on 
the tax will tend as before to decrease consumption. 
But decreased consumption will now increase the 
cost per unit produced, and this increased cost 
must inevitably bring about an enhanced price. 
The producer at the margin of production will 
thus be apt to add more of the tax to the price, 
than if the industry obeyed the law of constant 
return. The consumer will bear a larger proportion 
of the loss than before. Whether the consumer's loss 
will be absolutely more or less than the producer's 
will depend as before on the elasticity of the demand. 
But the consumer's loss will be relatively more than 
in the case of either constant or diminishing return. 

We may, therefore, sum up this part of the discus- 
sion by saying that the degree to which a tax will 
be shifted on the consumer will vary inversely as the 
elasticity of the demand, and directly as the ratio of 
product to cost. Whether the tax will be shifted in 
its entirety, in part, or not at all, depends on the 
article itself and the nature of the industry on whose 
product the tax is laid. The effect of a bounty, and 
the degree to which its benefits accrue to producer 
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and consumer, i. e. its incidence, will, of course, be 
exactly the reverse of the effect of a tax. 

If we wish to analyze the further effects of the 
shifting of such a tax on gross product or on com- 
modities in so far as the ultimate economic effects are 
concerned, an interesting field is open to us. 

If we regard the revenue of the community as a 
whole we may distinguish, with Cournot, between the 
real and the nominal revenue, and say that the 
imposition of a tax may effect a diminution of produc- 
tion and thus of real revenue, while the nominal 
revenue of society may be either increased or dimin- 
ished, as the case may be. 1 The distinction can best 
be explained by an example. Suppose that the price 
of the commodity was originally $10, at which price 
10,000 pieces were sold. Now, a tax of $2 is imposed, 
all of which is shifted to the consumer. At the new 
price $12, however, only 8,000 pieces will be sold. 
The total returns to the producer thus decrease from 
$100,000 to $96,000, a loss of $4,000. Now the effect 
on the consumer is also marked. The 8,000 per- 
manent consumers each pay $2 more, which they 
would otherwise have devoted to the purchase of 
other goods, that is $16,000. On the other hand 
the 2,000 old consumers now spend their $10 in 
something else, that is a total of $20,000. The 
total sum then devoted to other purchases is $20,000 — 
$16,000=$4,000, a sum equal to the loss of the pro- 
ducer of the taxed article. Since, however, the per- 
manent consumers now pay $96,000 for what they 
formerly bought at $80,000 there is a real loss of 
$16,000. The producers also lose $4,000, as has 

'Cournot, De l'influence des prix sur les revenus, "Prinoipes", 
«te.,297. 
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been said. Thus the diminution in the real revenue 
is $16,000+$4,000=$20,000, while the diminution in 
the nominal revenue is $4,000. In such a case 
then there is a diminution in both real and nominal 
revenue. 

But if the conditions of elasticity of demand were 
such that 9,000 pieces, instead of 8,000, would be 
sold at the increased price of $12 the matter is dif- 
ferent. In this case the nominal revenue would 
have increased by $8,000, since the producer now 
obtains $108,000 instead $100,000, But the perma- 
nent consumers now pay $18,000 (9,000x2) more 
than before. If we deduct the producer's gain from 
the consumer's loss we have a net real loss of $10,000. 
Thus in this case while there has been an increase 
in the nominal revenue, there has been a decrease in 
real revenue. The effect of a bounty would be just 
the reverse of a tax. There might be a diminution 
in the nominal revenue with an increase or a diminu- 
tion in the actual revenue of society. 

Another interesting point, of some practical impor- 
tance, is the relation between the gross proceeds of 
the tax and the loss occasioned to the consumers 
as a class in all those cases, of general occurrence, 
where the price is increased by reason of the tax. 

In the case of an industry which obeys the law of 
constant returns, the proceeds of the tax plainly 
equal the loss to those that consume the article. If, 
however, we introduce the idea of what Marshall 
calls the consumer's x*ent, i. e,, the gain that accrues 
to the consumer in buying for a given price what is 
really worth more to him, the matter is a little differ- 
ent. The proceeds of the tax will then be less than 
the loss of consumer's rent. For the permanent con- 
sumers, as has been said, lose what the tax brings in, 
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while the former consumers, who are now unable to 
consume, have also suffered a loss, but pay nothing 
to the state. 

But if the industry obey the law of increasing re- 
turn, the loss to consumers is still greater. For the 
increased price due to the tax diminishes the produc- 
tion, and at the same time increases the cost of each 
article produced. Thus the price will rise by a much 
larger proportion of the tax. The permanent con- 
sumers alone will, therefore, lose more than the pro- 
ceeds of the tax, while the former consumers, as 
before, also suffer a loss. 

Finally, if the industry obey the law of diminishing 
returns, the loss to the consumers will be less than 
in the case of constant returns, and may or may not 
exceed the proceeds of the tax; for, although the tax 
would tend to increase price, the diminution in 
sales will decrease the general cost, so that the 
price may increase by something less than the tax. 
Whether or not this is true, depends on the height of 
the tax as compared with the diminution in the cost 
of the production. 1 

^he above reasoning may be illustrated graphically as well as 
arithmetically. Fleeming Jenkin, "On the Principles which Regu- 
late the Incidence of Taxes". (Proceedings of Royal Society of 
Edinburgh, Session 1871-72, p. 624), made use of the following dia- 
gram: 
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There is one important point in which almost all 
writers have committed a great error. Cournot main- 
tained that a tax, whether on a monopoly or a com- 
petitive commodity, may raise the price to an extent 
greater than the amount of the tax. The reason he 
advanced for this phenomenon was that the price paid 
by the consumer must include not only the tax, but 
the interest on the sum necessary to pay the tax, 
and the profits of the middlemen. Hence the neces- 
sary conclusion that it is always wiser to assess the 
tax at as late a stage as possible — that is, on the 
consumer himself — since the collection of the tax 
becomes more costly, more vexatious, more burden- 
some to the community in proportion as the assess- 
ment of the tax approaches the producers. The con- 

F N is the demand curve, P E the supply curve, G G' the amount 
of tax per unit. Then OM is the market price to the supplier, OM' 
the market price to the buyer, and MM' the tax. 

The amount raised by the tax is M G G' M ; , the portion paid by 
the seller G G" M" M, the portion paid by the buyer 0" G' M' M" . 
The whole loss to the consumer is M G D G' M'\ the loss to the sell- 
ers C D W N, the loss to the buyers M" D C W. Both buyers 
and sellers suffer a loss beyond the tax. The sellers suffer a loss 
C C" D; the buyers suffer a loss C C" D. If the tax is large C C 
will approach the axis O X. Then the tax will be unproductive, 
and the excess of loss to buyers and sellers, C C" D, will be large. 
Of course, if the industry obeys the law of constant return, or of 
increasing returns, the supply curve P E will be parallel to O N or 
curved the other way. Conversely, according to the elasticity of 
the demand, the demand curve FN will tend to be parallel to EO, 
Mr. Jenkin did not modify his figure to meet these conditions. But 
Professor Marshall, who has adopted the idea, has made the neces- 
sary changes in the diagrams in his "Principles of Economics", pp. 
446-449, to which the reader is referred. 

Marshall, however, applied his diagrams only to consumers' rent, 
i.e. to what Jenkin called C C" D. Of course it is equally appli- 
cable to the producers' rent. The whole analysis is already out- 
lined by Cournot in his "PrincipesMathematiques", 78-82, and more 
especially in his "PrincipesdelaTheoriedesRichesses", 374-378. He 
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sumers will have to pay more than the government 
receives. 1 

This theory, which Cournot invested with elaborate 
apparatus of mathematical diagrams, is, however, 
nothing but the accepted doctrine of Adam Smith, 
Ricardo and Mill. Adam Smith puts the idea into 
the plainest form when he says: 

"A tax upon these articles [necessaries of life] 
necessarily raises their price somewhat higher than 
the amount of the tax, because the dealer, who 
advances the tax, must generally get it back with a 
profit. His employer, if he is a manufacturer, will 
charge upon the price of his goods this rise of wages, 
together with a profit, so that the final payment of 
the tax, together with this exchange, will fall upon 
the consumer. The final payment of both the one 
and the other [taxes on necessaries and on labor] 
falls altogether on themselves [the consumers,] and 
always with a considerable overcharge." 3 

So also this is what Ricardo means when he says 
that "the taxing of all commodities will raise the 
price by a sum at least equal to the tax," 3 — a remark 
which, as we have seen, is by no means necessarily 



uses both algebraic formulas and mathematical diagrams. In fact, 
here as in so many other questions of pure theory, the quantitative 
relations can best be analyzed by the mathematical method. But this 
method alone is not sufficient to give the practical results which it 
is the object of these papers to attain. 

'Cournot, "Principes Mathematiques", 78 (as to monopolies). 
"Principes de la Theorie des Richesses", 273 (as to competitive 
articles). 

3 ""VVealth of Nations", Book V, Chap, ii, Rogers' Edition, Vol. II, 
p. 46S-470. 

3 "Principles of Political Economy and Taxation". Chapter 17, p. 
186 (McCulloch Edition). Of. Mill, "Principles", Book V, Chap, 
iv, §2. 
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true. So DuPuynode, Parieu and many other writers 
make the same mistake. Pawcett calls this the most 
serious objection against taxes on commodities. 1 

This whole theory rests on the old doctrine of 
normal or natural profits. As soon as we remember 
that, according to the modern theory, profits are 
simply the surplus over market cost, the doctrine 
falls to the ground. The middleman cannot add his 
profits to the price, because in a state of competition 
price is always fixed by the cost of the most 
expensive increment, i. e., in the case of the middle- 
man by the no-profits middleman. If there were 
such a thing as natural profits, of course the price 
of the article would be increased in each transfer, 
until the ultimate price might immensely exceed the 
tax. But it is always the producer or middleman on 
the margin of production, i. e., he who produces or 
handles the product without profits by simply getting 
back his expenses, that fixes the price. The profits 
are obtained only by the more fortunate or skillful 
individuals. The mere fact of the transfer of the 
product through a number of hands cannot in itself 
possibly raise the price by more than the exact cost 
of such transference, and cost does not include 
profits. Cost is the condition of profit. Otherwise 
retail prices would increase geometrically, according 
to the number of retailers, which is plainly absurd. 
The tax is simply an addition to cost of production, 
and there can be no geometrical increase in the tax. 
As soon as we abandon the natural profits theory, we 
see how impossible is the excess-of-price-above-tax 

'Du Pnynode, "De la Monnaie, du Credit et de 1' Impot", II, 210; 
Parieu, "Traite des Impots", I, 165; Saver, "The Income Tax", 
183S, p. 58-59; Fawcett, "Political Economy", 550-551 (6th Edition). 
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doctrine. The doctrine assumes not only that the 
producer is a monopolist, but that every middleman 
is a monopolist also. Only on this assumption can 
there be no no-profits middleman. But the assump- 
tion is not a practicable one in actual life. 1 

There is, indeed, one way, but only one way, in 
which the price of an article may be driven up be- 
yond the amount of the tax — a way, suggested in 
the last sentence, but owing to reasons very different 
from those advanced by Adam Smith and Cournot. 
Since a tax on production or on commodities must gen- 
erally be advanced before the producer has received 
payment for his sales, the necessity of raising the 
funds will bear more heavily on the smaller pro- 
ducers. In fact, under given conditions of elasticity 
of demand, such a tax, especially if it be a high tax, 
tends to increase the advantages of the powerful 
producer. When the conditions are sufficiently 
favorable, the imposition of a tax may thus be the 
direct cause of the creation of monopoly. It is, thus, 
directly the monopoly, and indirectly the tax, which 
enables the producer to raise the price far above its 
previous amount. Conversely the repeal of a tax 
may reduce the price by an amount far greater than 
the tax, because what was formerly a monopoly now 
becomes subject to competition. As a glaring ex- 
ample of this tendency may be mentioned the tax 
on matches in the United States during the Civil 
War, the imposition of which created a monopoly, 
and the abolition of which caused a fall in price 
considerably greater than the amount of the tax. So 
again we find that the proposed reduction of taxes 

1 Of. Gunton, "Principles of Social Economics", 380. His conclu- 
sions are in other respects, however, questionable. 
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on certain commodities like tobacco is opposed in 
in the United States by the large manufacturers and 
importers. The higher the tax, the greater the advant- 
age of the large dealer. But it is primarily because of 
the monopoly, and only indirectly because of the tax, 
that prices are raised thus unduly. And this brings 
us to the next branch of our investigation. 

Up to this point we have been considering only 
those commodities subject to the law of competition. 
How does the matter stand with articles subject to 
the law of monopoly? 

In most respects the law of monopoly value is dif- 
ferent from that of competitive value. The monop- 
olist will always demand the very highest price at 
which he can sell the greatest number of products. 
He will be entirely uninfluenced by the fact that the 
article can be produced more cheaply — a considera- 
tion of vital importance in the whole domain of com- 
petitive prices. But in as far as concerns the inci- 
dence of the particular tax with which we are at 
present dealing — namely, the tax on gross production 
or on commodities — the monopolist and the competi- 
tive producer are subject to practically the same 
influences. 

If a tax is imposed on every article produced, the 
monopolist may prefer to restrict his production and 
raise his price. Although he will sell less than before, 
because of the increased price, yet his net profits may 
be larger because he pays a smaller tax than he would 
if he produced more extensively. Although his gross 
receipts diminish, his expenses diminish still more. If 
the tax is small and the demand apt to fall off a great 
deal with increased price, the monopolist will be likely 
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to find it profitable to bear the tax himself. If, as is 
generally the case, the demand be more stable, he 
will be apt to shift more and more of the tax to the 
consumer, for the reason just explained. The degree 
to which he will add the tax to the price depends 
chiefly on the height of the tax, as compared with 
the extent of the production and the elasticity of the 
demand. And, of course, the same qualifications are 
to be introduced as before, according as the monopoly 
industry obeys the law of the constant, diminishing 
or increasing returns. 

The important point to be noticed is that in the 
case of taxation of gross product the monopolist may, 
and generally will, shift the tax to the consumer. We 
shall see very soon that in the case of other taxes 
there is a sharp line of distinction between monopoly 
price and competitive price, as regards the question 
of incidence. 

The whole question of the incidence of import or 
export duties is virtually identical with the one 
discussed in the preceding cases. It will be readily 
seen, therefore, how erroneous is the doctrine of those 
extremists who maintain that the loss to the con- 
sumer is measured by the proceeds of the import 
duties. On the contrary, it may often happen that 
prices increase something less than the tax, and in 
certain cases that prices do not increase at all. 
When the foreign producer fears that the increase 
of price by the total amount of the tax will so mate- 
rially reduce his sales as to render his net profits 
lower than they would be if he asstimed a part of 
the tax himself, prices will rise by something less 
than the tax. In the recent case of the McKinley 
tariff, e. g.. we have seen that the price of imported 
11 
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Sumatra tobacco has risen by only a fraction of the 
tax. The foreign producer has voluntarily assumed 
the greater part. , On the other hand, again, it may, 
of course, happen that the loss to the consumer will 
be more than the amount of the tax. It is impossible 
to lay down any exact and universal rule apart from 
the given conditions of the particular case. The 
general tendency is that represented in the conclu- 
sion mentioned above. 



II. — Taxes on Gross Receipts. 

A tax on gross receipts must not be confounded 
with a tax on sales (in the sense of a tax proportional 
to the number of commodities sold), or with a tax on 
gross product. A tax on sales or on product varies 
with the amount sold or produced. But gross receipts 
may be larger with small sales than with large sales, 
provided prices are higher. In such a case a tax on 
gross receipts would vary just inversely as a tax on the 
gross amount sold. Conversely, gross receipts may be 
smaller with large sales than with small sales, pro- 
vided prices are lower. 

If we take up first the case of a monopoly, it is plain 
that a tax on monopoly gross receipts can never be 
shifted. We must remember that the price of a mon- 
opoly article will always be such that the greatest 
number of commodities can be sold at such a price as 
to afford the maximum monopoly revenue. Let us sup- 
pose that the monopolist has been selling 1,000 articles 
at §1.00, giving him gross receipts of $10,000, receipts 
which form his maximum monopoly revenue. Now a 
tax of ten per cent, is imposed on gross receipts. Let 
us assume that the monopolist will attempt to add the 
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whole or any part of the tax to the price and charge 
any sum hetween $1.01 and $1.10. Now at any of 
these prices he will not get quite $10,000 gross receipts, 
and certainly not more than $10,000, for otherwise he 
would have advanced the price already before the tax. 
Suppose, to give him the benefit of the doubt, that he 
now sells $9,990 worth. Since he must pay $99.90 tax 
this would leave him only $9,890.10, while if he con- 
tinues to charge only $1, he would still have $10,000 — 
100=$9,900. Thus it will be profitable for the pro- 
ducer to bear the whole burden himself. The tax can- 
not be shifted to the consumer, either in whole or in 
part. 1 

In the case of competition, however, the incidence 
of the tax is different. In the case of competition 
there can be only one price in the market — the price 
fixed by the cost of the production of the dearest 
increment of the necessary supply. Now, a tax on 
gross receipts necessarily increases the expenses of 
this dearest increment. The producer at the margin 
of profitable production — that is, the producer whose 
cost fixes the price, and whose gross receipts afford 
him only a bare return for his outlay, without any 
profits — this producer must add the tax to his price, 
for otherwise his gross receipts, with the tax de- 
ducted, will involve him in positive loss. In the 
long run, therefore the tax must be shifted, but the 
extent to which the tax will be shifted at any partic- 
ular time will depend, again, on the very same con- 
siderations that were discussed in the case of a tax 
on gross product, i. e., on the elasticity of demand, 

'Most writers, including Marshall ("Principles", 460) and Panta- 
leoni ("Traslazione", 76); overlook this, and confuse a tax on gross 
receipts with a tax on sales or amount produced. 
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and the relation of product to cost. In other words, 
while the incidence of a tax on monopoly gross 
receipts is the opposite of that of a tax on sales, the 
incidence of a tax on competitive gross receipts is 
the same as that of a tax on sales. 



III. — Taxes on Net Receipts or Profits. 

In the case of a tax on the net profits of a 
monopolist, it might be assumed that the tax will 
always be shifted to the consumer, because of his 
necessary dependence on the monopolist. But this 
assumption is completely false. It makes no differ- 
ence whether the monopolized commodity is one the 
supply of which is strictly limited, and which is not 
reproducible at all, or whether the commodity is 
reproducible according to the law of constant, dimin- 
ishing or increasing returns. So far as the producer 
is concerned, he cannot possibly add the tax to the 
price; for it is to be assumed that the monopolist 
producer will always demand the highest price which 
the consumer is willing to give. If the consumers 
were willing to pay more, he would have increased 
the price already before the imposition of the tax. 
In other words, monopoly price is always at the point 
of greatest monopoly profits. A tax on these profits 
can never increase price, because such increased 
price would no longer be consistent with the maxi- 
mum monopoly revenue. A tax on monopoly profits 
must, therefore, fall wholly on the monopolist. 

In the case of competitive net receipts, we must 
distinguish between an exclusive and a general tax 
on profits. A tax on the profits of some particular 
occupation must, in the long run, be shifted to the 
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consumer, provided that the commodity continue to 
be produced at all; for if the tax rested on the 
particular profits, the producer would be put at a 
disadvantage as compared with those engaged in 
other industries. There would be a gradual migra- 
tion of capital to find the most profitable level, and 
the original industry would gradually be deserted. 
In the long run, therefore, either the tax will be 
shifted to the consumer, or it will lead to a cessation 
of production. In the one case, consumers suffer 
through increase of price; in the other case, they 
suffer through destruction of consumption. But in 
no case will the burden ultimately rest on the per- 
permanent producer. 

But we must not forget the following important 
practical point, which has been entirely overlooked 
by the classical economists. In so far as the theory 
of mobility of capital is not applicable, "the long 
run" will not occur. When the fixed capital forms 
a large part, and the circulating capital a small part, 
of the entire investment, the only method in which a 
final equilibrium can be brought about is through 
the ruin and disappearance of the producer. Even 
where the transferability of capital holds good as a 
doctrine, the intermediate effects are often precisely 
the important ones. What may be in a sense unim- 
portant from the standpoint of national economy, 
may be supremely important from the standpoint of 
individual economy. The word producer is used 
in two different senses. When we say that taxes 
cannot in the long run remain on the producer, we 
generalize the conception. The producer is not any 
actual individual, but represents a class or a set of 
individuals who never die or disappear. But when 
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we speak of a producer during any interval, we refer 
to certain individuals. The welfare of producers as 
a class is something very different from the welfare 
of an actual producer. Producers as a class may 
contrive to obtain certain average returns, but it 
may be possible only through the complete ruin of 
the actual individuals who are now engaged in pro- 
duction. And in so far as inequalities of taxation 
are not constant inequalities, the process will con- 
tinually repeat itself. The optimistic theory is as 
out of place here as it is in the other domains of 
economic science. 1 

In other words, even an exclusive tax on profits 
may at any given time rest on the original tax-payer, 
and can often not be shifted by him to the consumer. 2 

1 Gf. supra, p. 101, the discussion of the incidence of the tax on the 
net profits of land. 

2 The qualification to the general doctrine as to the incidence of 
exclusive taxes is admirably expressed by Cliffe-Leslie in the fol- 
lowing passage: "Another incidence of a number of taxes on the 
working classes as producers has been concealed by the doctrine 
that taxes on particular commodities and particular employments 
fall on consumers only, not on producers. The theory of taxation 
abounds in examples of the danger of the abstract and hypothetical 
method of reasoning in economics. The economist sets out with 
an assumption surrounded with conditions and qualifications, per- 
haps itself open to the question, such as that in the long run, and in 
the average, the profits of different occupations tend to equality, 
and presently forgetting all his qualifications and conditions, con- 
cludes that the profits of individuals must be equal, and therefore 
all special taxes advanced by the producer must come back to them 
with equal or average profit. Individual profits really, in almost 
every business, vary from enormous gains to absolute loss. Mill 
says 'that equal capitals give equal profits, as a general maxim of 
trade, would be as false as that equal age and size give equal bodily 
strength.' Nevertheless it is taken for granted that every special 
tax on a business is received 'with average profit,' though the net 
result of all a trader's advances is not infrequently ruin; though all 

such taxes give an advantage to the larger capitalists " 

The Incidence of Imperial and Local Taxation on the Working 
Classes. In "Essays on Moral and Political Philosophy", p. 196. 
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A general or universal tax on profits in the sense of 
an equal tax on profits does not, strictly speaking, ex- 
ist any more than an equal or general tax on all capi- 
tal. 1 But the tax may practically affect so many classes 
of producers in a given community, and so many dif- 
ferent kinds of profits more or less removed from lia- 
bility to competition from foreign sources, that we are 
justified in setting up the conception of a general tax, 
as over against an exclusive tax, on profits. 

A general tax on net profits can never be shifted. If 
profits represent the surplus above cost of production 
a general tax on this surplus cannot influence the cost 
of production. Price cannot be altered, and the in- 
terests of the consumer cannot be affected. It is the 
producer who bears the tax, both immediately and 
ultimately. 

Some writers, indeed, like Cournot, have asserted 
that the ultimate effects on the consumer may be bad, 
because the tax restricts the producers' consumption, 
and because the employment of the proceeds of the 
tax is generally less profitable than if the proceeds 
had remained in the hands of the producer. But this 
reasoning is very defective. It takes for granted that 
taxes are used unproductively, and it logically leads 
to the aphorism of Say that the best taxation is that 
which is least in amount. In so far as governmental 
expenditures are necessary and judicious, they are 
useful and productive; and it is entirely gratuitous to 
assume that private expenditure is more beneficial 
than public expenditure. Everything depends on the 
nature of the expenditure, and the general views as 
to the duty and limits of governmental activity. To 
say that a tax on profits is injurious to the consumer 

1 See supra, p. 137. 
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is a total begging of the question. The whole ques- 
tion, moreover, is not peculiar to a tax on profits, nor 
is it any longer a problem of incidence; it belongs 
properly to the wider discussion of the general influ- 
ence of taxation. 

One practical inference from the above discussion 
may be used in connection with the controversy in 
the United States as to whether corporation taxes 
should be levied on gross or on net receipts. In the 
case of pure monopolies it makes, as we see, no 
difference, in so far as the result on the consumers is 
concerned; but in the vast majority of corporations, 
the a priori conclusion in favor of a taxation of net 
receipts 1 is strengthened by the results of this dis- 
cussion. Even in the particular case of transporta- 
tion companies, where many of the charges are still 
competitive charges, it is far more likely that the 
travelers and shippers will feel a tax on gross receipts, 
than they would a tax on net receipts. 



IV. — Taxes of Fixed Amount. 

It may happen that a tax is assessed neither 
according to net profits, gross receipts or sales, but 
that it is imposed in the shape of a lump sum on all 
the producers in the industry. That is the common, 
although not the universal, rule with the American 
license taxes. No matter how large the profits, the 
tax remains the same. 

In the case of a monopoly, such a tax necessarily 
falls on the monopoly profits. The tax cannot be 
shifted for the very same reasons that were advanced 

'See my article on ' 'The Taxation of Corporations", Political Science 
Quarterly, Vol. V. 
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above in the discussion of a tax on monopoly gross 
or net receipts. It is always the monopoly revenue 
that suffers. 

In the case of competition, the tax is a condition 
precedent to production. It might be inferred that 
the tax would therefore be an addition to necessary 
cost of production, and that it would hence be shifted 
to the consumer. But this is not the case. For we 
have already seen that a tax on gross product favors 
the large producer. Much more inimical to the small 
producer is a tax of fixed amount. For the large 
producer would here pay absolutely no more than his 
small competitor. Hence, provided the commodities 
are reproducible to any extent, the large producer 
would prefer to assume the tax and recoup himself 
by capturing the customers of the smaller dealer. 
The minor producer who is thus unable to add the 
tax to the price will be crowded out of existence. 
Thus the fixed license tax, provided it be high enough, 
will tend to be borne by the producer, until, indeed, the 
gradual trend toward monopoly, fostered by the tax, 
may produce a rise of price, and thus affect the in- 
terests of the customer. But here again it would be 
only indirectly the tax that would produce the rise 
of price. But it may frequently happen that the 
price will not rise at all, the increased sales of the 
fewer producers compensating them for the tax which 
they pay. In such a case as this, the incidence of the 
tax may in a certain sense be declared to be neither 
on the consumers nor on the producers who continue 
to produce permanently after the imposition of a tax. 
The whole tax is discounted and borne by the 
unfortunate producers who are crowded out of exist- 
ence. Thus the system of high liquor licenses in the 
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United States does not necessarily result in any in- 
creased price to the consumer, but in a diminution of 
the saloons and the gradual monopolization of the 
trade into the hands of the wealthier individuals. 
The producer always pays the tax. The consumer 
may or may not be affected ultimately. 

Of course when the so-called license taxes are not 
fixed in amount, but vary with gross receipts or gross 
produce or net profits, the incidence is governed by 
the rules laid down in the preceding paragraphs. 
The word "license" covers a multitude of very dis- 
tinct taxes. 

If we sum up the preceding discussion we find that 
the incidence of a tax on monopoly revenue is always 
on the producer, except in the case when the tax is 
proportioned to the amount produced; that a general 
tax, whether fixed or proportional to competitive net 
receipts, rests on the producer; and that a round-about 
tax on competitive profits in the shape of a tax on 
gross receipts or gross produce may or may not be 
shifted to the consumer, in the sense that the shift- 
ing will vary inversely as the elasticity of the demand 
and directly as the ratio of product to cost — with the 
chances in the great majority of cases that the whole, 
or almost the whole, of the tax will be so shifted. 

This conclusion may not be satisfactory to the 
sticklers for precision or "natural laws" of incidence. 
But it will be sufficient to show the delicacy of the 
problem, and to prove how superficial is the optimis- 
tic or general diffusion theory. 

If we wish to draw any inferences as to existing 
problems in the United States, they will be as fol- 
lows: 
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The so-called "business" taxes are not necessarily 
any more "direct" taxes than the national internal 
revenue taxes. 

Taxes on pure monopolies should not be levied on 
gross product if it is desired that they should remain 
on the monopoly. 

Taxes on corporations should be levied on net 
receipts rather than gross receipts or other elements 
if it is not desired that the taxes should be shifted to 
the community. 

Business taxes in general, including the so-called 
license taxes, should be levied according to net re- 
ceipts. The so-called license taxes, when of fixed 
amount, further the trend to monopoly, and when 
graduated according to sales tend to be shifted 
to the consumer. 

Internal revenue taxes, like import duties, tend to 
be shifted to the consumer. But the degree to which 
they will be shifted depends on the three points: (1) 
whether the business is of a monopoly or competi- 
tive nature; (2) whether the elasticity of demand is 
great or small, and (3) whether the relation of pro- 
duct to cost is constant or not. There is always a 
possibility that a portion of the tax may rest on the 
producer. 

The application of the general principles of profits 
taxation to land, houses, debts and mortgages has 
already been made in preceding chapters, and needs 
no further discussion. 



CHAPTER VI. 

TAXES ON WAGES. 

It has been customary since the time of Adam 
Smith to make a distinction between the wages of 
ordinary labor and what he calls "the recompense 
of ingenious artists and men of liberal professions". 
Let us take up first the incidence of a tax on the lat- 
ter class. Adam Smith maintained that a tax on 
such skilled employments would be shifted, because 
this recompense "necessarily keeps a certain propor- 
tion to the emoluments of inferior trades. 1 Unless 
their recompense increased by the amount of the tax, 
these professions "being no longer on a level with 
other trades, would be so much deserted that they 
would soon return to that level". 

On the other hand John Stuart Mill maintained 
that all the skilled and privileged employments are 
taken out of the sphere of competition by a natural 
or conferred monopoly, and that a tax will always 
fall on them because they have no means of relieving 
themselves at the expense of any other class. 2 

Which of these two statements is correct? It 
would seem that in the main Mill is right, although 
his reasons are not above criticism. It is true that 
the earnings of professionals are in general regulated 
by custom rather than competition. And for a large 
class the superior earnings must be regarded in the 

1 Cf. supra p. 33. 

2 Mill, "Principles", Book V, Chapter iii, §4. 
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light of quasi-rents, as Marshall terms them. A 
great prima-donna, an eminent surgeon, a famous 
lawyer, will not receive or charge more for their ser- 
vices if a tax be imposed on the class to which they 
belong. A tax to them simply means a burden which 
cannot be shifted. Their earnings would be the 
same if the tax had not been imposed. Moreover, 
the whole class of professional workers is in many 
respects subject to influences of a more or less un- 
economic kind. Their motive is frequently not pecu- 
niary gain, but something higher. An actor, a pain- 
ter, a doctor, a lawyer often adopts his profession 
with other objects in view than simply making his 
living or obtaining the greatest possible income. It 
is not so long ago that the recompense to certain 
professionals, like doctors, was regarded simply as a 
gratuity, not as a stipulated or legally enforceable 
sum. But even if we regard them from the purely 
economic standpoint we cannot say that their recom- 
pense bears any necessary proportion to common 
wages. The earnings of the liberal professions are 
not dependent on cost of production. It is only by 
a perversion of words and facts that we can con- 
sider the time and efforts spent in educating a mem- 
ber of a profession as a capital which must bring in 
so much interest. In fact, the universal outcry now 
is the overfilling of the professions, not because of 
the hope of greater earnings but because of compul- 
sory education and general social conditions. The 
forces which keep the price of labor in general at a 
certain level do not operate with equal effect in this 
case. The price of labor in professional occupations, 
in short, is not competitive, but either customary or 
monopolistic. 



174 On the Shifting and Incidence of Taxation. [292 

The whole class of salaried public officials are 
in a similar category. For governmental salaries 
depend primarily on the relative desirability of 
governmental service and on the consideration of 
imagined political expediency. They may be highest 
in countries where the usual level of wages is 
lowest. And even if it were not so, it would be 
hard to say on whom a tax on official salaries could 
be shifted. Not on the employer or government 
surely, because the government does not enter the 
market as a producer, or according to any commer- 
cial principles. If the tax be sufficiently high to 
render the position undesirable, it may result in less 
efficient, and therefore in the long run more expen- 
sive, work. The community at large will suffer from 
a poor civil service. But the tax as such cannot 
possibly be shifted. 

When, however, we come to the ordinary wages of 
the common artisan, whether skilled or unskilled, 
the matter is not so simple. 

We have seen that the absolute theory of Ricardo 
and his followers maintains that a direct tax on wages 
would fall on profits, because wages are necessarily 
fixed by the cost of living or the standard of life. 
But in the course of our sketch of the history of the 
doctrine, we learned some of the objections made to 
this theory. The objections may be summed up as 
follows: 

1. It is assumed that laborers will not consent to 
accept a reduction in their standard of life. But this 
is entirely a question of power between the wage- 
earner and the employer. It is impossible to say in 
advance who will win. If wages were actually fixed 
by the bare minimum of subsistence, then, indeed, 
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a tax on wages would necessarily be shifted; and 
although Bicardo was not, properly speaking, a be- 
liever in the iron law of wages, yet he makes use of 
this very argument to prove his point. The fact is 
that wages nowhere are at this point of bare sbsis- 
tence. The standard of life is everywhere above this 
limit. And there is no convincing reason for sup- 
posing that a tax may not encroach on the surplus 
between this limit and the actual standard of wages. 
The standard of life is not something fixed and ada- 
mantine. An irruption of low-priced immigrants 
would inevitably lower the standard of life and the gen- 
eral rate of wages, other things being equal. So also a 
tax on wages which would, at all events at first, fall 
on the laborer might equally well lower his standard 
of life, by making it impossible for him to procure 
the conveniences to which he had previously been 
accustomed. The wage-earner would, of course, strive 
to reimburse himself through higher wages. But 
there is no reason why the employer should be com- 
pelled to acquiesce. If that were true, no reduction 
of wages would ever be possible, because a reduction 
of wages always implies a lowering of the standard 
of life. Whether or not a tax on wages will be shifted 
on profits, even in the long run, depends entirely on 
the relative strength of the labor organizations or on 
the other conditions the existence of which may com- 
pel an increase of wages by the amount of the tax. 
Whenever these conditions are not present — and they 
are frequently absent — the tax will rest on the wage- 
earner and trench on the margin above the bare rate 
of subsistence, thus keeping down the standard of 
life below the point which it would otherwise have 
attained. 
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2. Even granting that a tax on wages may in the 
long run, under favorable conditions, be shifted on 
profits, it would still be true that in the interval the 
burden would be borne by the laborer. It is a well 
known fact that in a general rise of prices, the price 
of labor is always the last to respond to the general 
impulse. Wages always lag in the rear of the move- 
ment. Now this interval may become more or less 
permanent. The longer it continues, the more severe 
will be the suffering that will ensue — and the greater 
the prospect of the temporary diminution of the con- 
sumers' effective demand being converted into a ver- 
itable reduction of the laborers' standard of life. 

The taxation of labor results in a vicious circle. 
The weaker the workman, or the lower his general 
standard of life, the less able will he be to resist the 
attempts of the employers to reduce his wages to the 
barest minimum. The higher his wages, the more 
effective will be his power of resistance and compul- 
sion, and the more likely will be the gradual con- 
tinual advance of wages. The imposition of a tax on 
wages thus injures the workman both temporarily 
and permanently. , It reduces his standard of life, 
and in weakening him it at the same time renders 
less easy and less probable any future attempt to lift 
himself out of his impoverished condition. If a tax 
on wages is shifted on profits at all, it will be only 
after a long and fierce struggle, during which the 
laborer may have suffered materially, and as a result 
of which his whole morale may have been lowered. 
Neither optimism nor absolutism of theory is in 
place here. 



CHAPTER VII. 

INCIDENCE OF OTHER TAXES. 

The rules which govern the incidence of the other 
taxes which have not yet been treated are compara- 
tively simple and need but little discussion. 

A poll or capitation tax is plainly not suscepti- 
ble of being shifted, except in so far as it falls on the 
wage laborer. But even then it must trench upon 
his margin of necessary subsistence or standard of 
life, before the conditions under which the shifting 
may take place, are present. A.nd the possibility of 
the shifting is not by any means the same thing 
as the actual shifting itself, as has already been indi- 
cated. 

A tax on inheritances or bequests cannot possibly 
be shifted. There is evidently no one to whom it 
could be transferred. 

An excise or internal revenue tax may or may not 
be shifted. It is virtually one form of the profits 
tax discussed above. The problem depends for its 
solution on the consideration of all the complicated 
points referred to. Still, in the great majority of 
cases, the tax will tend to be shifted in whole or in 
greater part. 

An import duty is in about the same category. 
As a general rule, the tax will be shifted in whole or 
in greater part, but the exact determination will 
depend on the particular conditions of the individual 
case. 

12 
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A tax on monopolies can generally not be shifted, 
except in the one case alluded to above. 

An income tax is a little more complicated. A 
recent German writer has attempted to prove that 
an equal tax on income is the only tax that cannot 
be shifted. 1 And he draws the conclusion that the 
income tax must therefore be the ideal — the only 
possible realization of the principle of equality of 
taxation. 

This contention, however, is incorrect, and for two 
reasons. In the first place, we have seen that there 
are many taxes which cannot be shifted — like the 
poll tax, the tax on inheritances, the tax on rent, the 
tax on salaries, the tax on monopolies. Secondly, 
and more important, it is untrue that the income tax, 
as frequently levied, cannot be shifted. 

In some countries, as in England, the income tax 
is simply a combination of taxes on the separate 
ingredients of income, and it often happens that the 
so-called income tax is, in reality, a system of taxes 
on gross revenue or gross receipts, etc. In such 
cases there can be no question that each part of the 
income tax simply follows the laws of incidence of 
the respective separate taxes, so that there would be, 
in respect of incidence, practically no difference 
between a so-called income tax and the other direct 
taxes of which the income tax is substantially com- 
posed. If the total income is composed of wages, 
the law of incidence cannot be different, whether we 
call the share income or wages. If the total income 
is composed of profits in the broad sense, the tax will 
be shifted or not, according to the rules of incidence 
that govern a tax on profits. If the income is 

1 Kaizl, "Die Lefare von der Ueberwalzung der Steuern", 101-118. 
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derived from house rents, the final burden will be 
borne in accordance with the principles laid down 
above. The whole cannot be greater than the sum 
of its parts. If some of the separate parts are 
shifted, the whole cannot possibly remain unshifted. 

In those cases, indeed, where the tax is levied on 
pure income in the strict economic sense, the tax is 
virtually a ta,x on economic rent, plus a tax on net 
profits, plus a tax on wages. Now, the tax on 
economic rent and net profits cannot be shifted, so 
that for all members of the community, except the 
wage earners, an income tax levied on pure income 
would indeed tend to stay where it is put. And in 
so far as the lowest incomes are exempted from the 
tax, the tendency would also be for the income tax 
on the laborers to stay where it is put. But even in 
such cases there is no absolute certainty that the 
income tax will not be shifted. And in actual life, 
of course, we very rarely find either a pure income 
tax or an equal income tax. As soon as these two 
conditions are absent, we cannot safely rely on the 
non-transferability of the tax. 

This entire question, however, like that of the in- 
cidence of stamp duties and taxes on exchange, as 
well as the wider problem of the shifting of all taxes 
from the consumer onward, practically resolves itself 
into the old problem whether a tax is to be regarded 
as a cost of production or an outlay for consumption, 
•i. e. a mere deduction from revenue. 

In all the cases that we have thus far discussed 
we have traced the shifting of taxes down to the 
consumer. Certain taxes, we have found, are never 
shifted; other taxes are sometimes shifted in whole 
or in part to the consumer. But will not the con- 
sumer in turn shift the burden on to some one else ? 
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Here we will remember the theories of Canard, 
Thiers and Stein, that every tax is shifted on every- 
body — that every consumer will again shift the tax 
on a third party, and that this third party who is 
again a consumer will shift it to some one else — and 
so ad infinitum. And since everyone is a consumer, 
everyone will bear a portion of the taxes that every- 
body else pays. 

The error of this doctrine lies in the failure to dis- 
tinguish between productive and unproductive con- 
sumption. If every taxpayer were engaged in pro- 
duction and if he paid taxes only on what he 
employed for the purposes of further production, 
there would be some truth in the foregoing doctrine. 
Just as many taxes fall on individuals who are not 
producers at all, — so that there is no question here 
of any shifting to the consumer — so every consumer 
uses only a part of the commodities consumed by him 
for productive purposes. Every one consumes un- 
productively. Whatever an individual spends on 
luxury, or on anything but necessities, is an expen- 
diture which, in so far as he is concerned, does not 
give rise to any further relation of producer and con- 
sumer. If the consumer, on whom a certain tax has 
been shifted, spends his income in buying diamonds, 
on whom can he possibly shift the tax ? Not on the 
diamond dealer, because he does not stand in any 
relation of producer to the dealer. He may indeed 
buy fewer diamonds than he would have bought if the 
tax had not been imposed — but he cannot possibly 
shift the tax. The shifting of the tax is not the 
same thing as the result of the tax. The two con- 
ceptions are entirely different. And what is true of 
the diamond purchaser is true of all who consume 
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for purposes other than those of production. Now the 
end of all production is consumption. And in the 
long run much of what is produced is consumed un- 
productively. So that there is no indefinite diffusion 
of taxes. 

Only in so far as the individual purchases or con- 
sumes a commodity in order to produce other com- 
modities with it, will the condition arise under which 
he as producer will be able to shift the tax proper on 
to another consumer. But here again the possible 
conditions are not necessarily the actual facts. Just 
as only some producers, — and even they only under 
certain circumstances — will be able to shift the tax, 
so only some of the consumers (who must in this re- 
spect be regarded as producers) — and they only in 
part — will be able to shift the tax. Hence the theory 
of general diffusion of taxation is utterly untenable , 
whether the theory take the shape that taxes are all 
equally spread throughout the community, or that 
they will inevitably finally rest on some one class. 



CHAPTER VIII. 

CONCLUSION. 

We come finally to the most important part of our 
our investigation — the question, namely: whether 
the theory of incidence contains by inference any 
points of advice to the statesman in framing an 
actual scheme of taxation. "What is the practical 
result of our discussion? What weight should be 
attached to the theories of incidence in constructing 
a positive system of public contributions ? 

In the first place we have seen that there is no 
room for optimism of theory. The legislator can 
not rightfully shut his ears to any cry for reform on 
the plea that all old taxes tend to become good taxes. 
Nor dare he complacently snatch any new source of 
revenue on the assumption that all taxes, no matter 
how levied, will ultimately be borne by the commu- 
nity at large. The theory that "all taxes fall on 
everybody" and are therefore just, is incorrect because 
it assumes that all taxes are a part of the cost of pro- 
duction. This assumption is untrue, because some 
taxes are levied on persons or property or revenue 
where there is no further relation of producer and 
consumer. But even if all taxes were to be regarded 
as additions to the cost of production, it would not 
follow that the taxes would be shifted to the con- 
sumers in any definite proportion to their faculty, 
or ability to pay, which is the only test of justice in 
taxation. If all taxes did really fall on everybody, 
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taxation would be proportional to expenditure. And 
expenditure is of all bases of taxation the least 
equitable. 1 

Thus the optimistic theory must be discarded; 
first, because the general diffusion doctrine is 
untrue, and secondly, because if it were true it 
would result not in justice but in injustice. The 
legislator cannot shirk his duty in this easy-going 
way. 

On the other hand there is no good reason for pes- 
simism or agnosticism. Some writers, as we know, 
maintain that it is useless to construct any system 
of taxation because it is impossible to foresee the 
ultimate consequences of any tax. But this hopeless 
attitude we have found to be mistaken. It is true, 
indeed, that the distinction between direct and indi- 
rect taxes is robbed of much of its value. For many 
of the so-called direct taxes may be shifted in the 
same way as the so-called indirect taxes. In the 
common parlance the distinction between direct and 
indirect taxes is practically relegated to the mind of 
the legislator. What he proposes should be borne 
by the original taxpayer is called a direct tax, what 
he intends to be borne by some one else than the 
original taxpayer is called indirect. Unfortunately 
the intention of the legislator is not equivalent to 
the actual result. We must either revise our nom- 
enclature, or declare the present distinction without 
much value. 

But while it is true that the mere fact of a tax 
being called a direct tax does not show that it may 
not be shifted, our preceding discussion has shown 
that certain general tendencies may be clearly defined. 
What are these general tendencies of incidence? 
"■Cf. above, p. 91. 
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All taxable objects may be looked at from the 
standpoint of property or from that of revenue. Re- 
garded from the first point of view, we have found that 
unequal or partial taxes on revenue-yielding property 
will tend to be a charge neither on the community 
nor on the future possessors, but only on the holders 
at the time the tax was imposed. The Capitalization 
of Incidence theory comes into play whenever a new 
tax on certain classes of property is imposed or the 
rate of an existing tax is altered. The tax is never 
shifted, but its results are serious, whether for good 
or for evil, to the class of existing owners alone. 
The lesson which the capitalization theory has to 
teach is that the evils of inequality of taxation are 
doubly intensified when the inequality attaches to 
revenue-yielding property, and that the ultimate 
equalization of the burden, if it come at all, can be 
attained only at the expense of the unfortunate 
present holders. 

If we look at taxable objects from the standpoint 
of revenue, we have found that there are only two 
kinds of revenue on which a tax, when once imposed, 
necessarily remains. These are economic rent and 
pure profits — or, to use a term which has sometimes 
been adopted to include both elements, economic 
surplus. A tax on surplus can never be shifted, 
because surplus is not a part of cost of production, 
but the result of the process of production. Thus, 
taxes on inheritance, gifts, gains from speculation, 
etc., can never be shifted, because they are a part of 
surplus, of pure profits. Thus, if it were possible to 
find a class whose revenue consisted exclusively of 
economic rent and pure profits, the legislator might 
single out this class either for taxation or for exemp- 
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tion, according as it were the general policy to have 
taxes paid directly or indirectly. 

On the other hand, all other taxes would tend, in 
the abstract, to be shifted, until they fell ultimately 
on this surplus, because all other taxes would tend 
to form a part of cost of production. And the con- 
clusion might be drawn either that taxes should be 
levied only on net profits — or, on the contrary, that 
the only tax lexied should be an indirect tax on 
commodities, because it would, in the long run, fall 
on profits, but without the knowledge of the profit- 
receiver. According to both of these possible con- 
clusions, taxes on wages or labor would be regarded 
as part of cost of production, and would be shifted 
from wages to profits. 

Such conclusions rest on doctrines very like those 
that we discussed under the head of "absolute theo- 
ries." They would tend to be true only in an 
isolated community where there was absolute mobil- 
ity of labor and capital, and where the economic 
man reigned supreme. In actual life these tenden- 
cies would be met with the counter tendencies of 
"economic friction." Taxes on land would often 
tend to stay where they were put, because of inter- 
national relations and lack of absolute transferability 
of capital; taxes on wages, if cunningly imposed, 
might lead to a lowering, instead of to a heightening, 
of the standard of life; taxes on occupiers of houses 
would not necessarily be shifted to the owners, 
and so on. 

But above all, we must distinguish between kinds 
of revenue and classes of society. Economic surplus 
— pure rent and pure profits— may mean the entire 
revenue of some individuals, but only the partial 
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revenue of others. In all society there are cross 
sections which merge into each other. As we have 
already pointed out, the mere fact that a tax may be 
shifted by a class does not show that the tax may not 
press very unequally upon individual members of the 
class. And if we shift the point of view from social 
classes to individuals, we see how untenable is the 
argument that the best tax is an indirect tax, 
because it will ultimately be shifted to the economic 
surplus of society. For the tax could get to eco- 
nomic surplus only through the productive consump- 
tion of individuals, i. e., through expenditures which 
would again create a relation of producer and con- 
sumer. But as we have just pointed out, not all 
consumption is productive consumption, and expen- 
diture in general is the least equitable basis of 
taxation, because it always bears with greater 
weight upon the less fortunate or more deserving 
members of any social class. 

The words of advice, therefore, which the correct 
theory of incidence has to offer to the legislator are 
to choose primarily those taxes whose results can be 
foretold with some degree of accuracy — to take at all 
events some taxes where the chances of shifting are 
very slight indeed, and to take on the other hand 
taxes which will be shifted in their entirety. In the 
former class are included taxes on monopolies, net 
profits, inheritances, and certain forms of property 
and income. In the latter class are included taxes 
on commodities in the shape of import duties, cer- 
tain excise taxes and licenses, and taxes on gross 
receipts of corporations. If the legislator desires to 
reach certain classes of society directly, let him 
choose the first batch of taxes; if he desires to have 
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his taxes paid unawares, let him choose the second. 
If neither the one nor the other kind of taxes suffices 
for the public revenue, the legislator will be com- 
pelled, as is often the case, to resort to taxes whose 
incidence is more uncertain, and where the intentions 
of the legislator may be entirely frustrated by the 
actual course of events. 

The theory of incidence has therefore an important, 
but by no means the final, word to say in the elabora- 
tion of a tax system. It does not by any means 
render unnecessary the study of the principles of 
justice and equality in taxation. If neither the opti- 
mistic nor the pessimistic nor agnostic theory of inci- 
dence can be any longer upheld, the student of 
public finance must seek to elaborate the rules of 
equitable taxation without any reliance upon the 
automatic operation of presumed absolute laws. He 
must endeavor to make a choice of public revenues 
which in themselves and in first instance satisfy the 
requirement of the principles of economic justice; and 
in so doing he may be guided by those principles of 
incidence — but only by those — which are definite and 
well ascertained. The theory of shifting of taxation 
hence is an aid to, but not a substitute for, the study 
of economic justice. As it has been said, the doc- 
trine of incidence is neither the archangel nor the 
archfiend of the science of finance. 
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